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DEPARTMENT OF DEFENSE INSPECTOR GEN- 
ERAL’S MANAGEMENT ACCOUNTABILITY 
REVIEW OF THE BOEING KC-767A TANKER 
PROGRAM 


TUESDAY, JUNE 7, 2005 

U.S. Senate, 

Committee on Armed Services, 

Washington, DC. 

The committee met, pursuant to notice, at 9:40 a.m. in room SR- 
325, Russell Senate Office Building, Senator John Warner (chair- 
man) presiding. 

Committee members present: Senators Warner, McCain, Collins, 
Talent, Thune, Levin, and Bill Nelson. 

Committee staff members present: Judith A. Ansley, staff direc- 
tor; Marie Fabrizio Dickinson, chief clerk; and Leah C. Brewer, 
nominations and hearings clerk. 

Majority staff members present: Regina A. Dubey, research as- 
sistant; William C. Greenwalt, professional staff member; Gregory 
T. Kiley, professional staff member; Thomas L. MacKenzie, profes- 
sional staff member; Stanley R. O’Connor, Jr., professional staff 
member; Lynn F. Rusten, professional staff member; and Scott W. 
Stucky, general counsel. 

Minority staff members present: Richard D. DeBobes, Democratic 
staff director; Gerald J. Leeling, minority counsel; and Peter K. Le- 
vine, minority counsel. 

Staff assistants present: Andrew W. Florell, Benjamin L. Rubin, 
and Catherine E. Sendak. 

Committee members’ assistants present: Christopher J. Paul and 
Paul C. Hutton IV, assistants to Senator McCain; Mackenzie M. 
Eaglen, assistant to Senator Collins; Lindsey R. Neas, assistant to 
Senator Talent; Clyde A. Taylor IV, assistant to Senator 
Chambliss; and William K. Sutey, assistant to Senator Bill Nelson. 

OPENING STATEMENT OF SENATOR JOHN WARNER, 
CHAIRMAN 

Chairman Warner. Good morning, everyone. This morning the 
committee meets to receive testimony on the “Management Ac- 
countability Review of the Boeing KC-767A Tanker Program,” con- 
ducted by the Department of Defense (DOD) Inspector General 
(IG). This review was conducted in response to requests made by 
the committee, in particular myself joined by the ranking member 
and Senator McCain. 


( 1 ) 
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Over the past 3 years this committee and indeed my colleagues 
in particular have invested significant time and resources review- 
ing a number of issues surrounding the Department’s proposed con- 
tract to lease the 100 KC-767A tanker aircraft. This oversight has 
included conducting hearings and briefings, requesting and receiv- 
ing numerous studies, and examining extensive quantities of mate- 
rial, which took some difficulty to obtain from the Department. 

I want at this time to commend my colleagues and members of 
the committee who have invested a great deal of time, and our 
committee staff as well as personal staff for the hours expended. 

Early on this committee expressed concerns regarding this lease 
proposal and consequently as chairman I have the authority to ac- 
cept or reject reprogramming and, in consultation with members of 
the committee, I made the decision to reject on July 11, 2003, a re- 
programming request by the Air Force to initiate a new start on 
the tanker lease. Our action on that reprogramming request 
stopped the tanker lease contract. I thank again members of the 
committee for the support that they gave me in making this deci- 
sion. 

Numerous investigations have revealed that the problems associ- 
ated with the contract lease represent the most significant defense 
procurement mismanagement in contemporary history. The impli- 
cation of these violations of law and regulations go well beyond the 
tanker lease proposal. It is imperative that the Secretary of De- 
fense and the Deputy Secretary now move to take necessary ac- 
tions to hold those individuals responsible accountable for their ac- 
tions, to restore necessary checks and balances in the aircraft ac- 
quisition process, and to instruct all defense officials to observe 
henceforth to the letter the law and regulation provided by Con- 
gress. 

It was with these concerns in mind that on December 2, 2003, 
I first wrote then-Deputy Secretary of Defense Wolfowitz to request 
that the DOD IG conduct a thorough investigation of the tanker 
program. I asked that this inquiry, “This inquiry should examine 
the actions of all members of the DOD and the Department of the 
Air Force, both military and civilian, top to bottom, who partici- 
pated in structuring and negotiating the proposed tanker lease con- 
tract which was submitted to Congress on July 2003.” 

A year went by and I decided I would write now the Secretary 
of Defense, and I was joined at this time by Senators Levin and 
McCain, and we are here today as a consequence after that long 
period of correspondence to receive the replies. 

Our witnesses today who will give their perspectives on this 
issue are: the DOD IG, Joe Schmitz, and his Deputy, Tom Gimble, 
who I understand was the primary author of this report, and I com- 
mend both of you on the report, and you will give the findings of 
your report. They will be followed by the distinguished Acting Dep- 
uty Secretary of Defense, Gordon England; Acting Secretary of the 
Air Force, Mike Dominguez; the Chief of Staff of the Air Force, 
General John Jumper; and Mike Wynne, Principal Deputy Under 
Secretary of Defense for Acquisition, Technology, and Logistics. 

I have tried to cut down a very long and well prepared opening 
statement, but we have a lot to cover here. 



3 


I am going to leave it to our witnesses to express their own views 
with regard to the involvement of the various committees of Con- 
gress other than this committee, although you can certainly com- 
ment on this committee as well, hut I am specifically referring to 
the appropriations actions. But, as far as this Senator can deter- 
mine, the appropriations language did not, and I repeat, did not 
waive standard DOD procurement procedures designed to protect 
the taxpayer. I believe the Inspector General concurs in that view. 
He points out Congress could have, hut did not, give the Air Force 
the authority to “not follow DOD acquisition directives or comply 
with the five statutory provisions of law, the Federal Acquisition 
Regulation, and the DOD acquisition policy.” 

What is troubling is that it took the uncovering of the Darlene 
Druyun case to formally end the tanker lease contract and put any 
tanker replacement program back into the traditional acquisition 
process. The committee still has questions about how any one indi- 
vidual could have amassed so much power that she was able to 
perpetuate such a massive amount of fraud against the Federal 
Government and conduct other actions that were not in the best in- 
terests of the DOD or the American taxpayer. 

Ms. Druyun did not operate in a vacuum. In fact, on the tanker 
program she left the government in November 2002, well before the 
contract negotiations were finished between Boeing and the Air 
Force and well before increasing questions raised by independent 
evaluators about the advisability of the lease proposal. We are left 
to wonder, what happened to the oversight and checks and bal- 
ances in this program? At a minimum, it appears that the acquisi- 
tion chain of the Air Force and perhaps the DOD was seriously in- 
adequate. 

It is my hope that with this hearing we can begin the process of 
putting this regrettable chapter in the history of the DOD behind 
us. However, we cannot do that if we do not learn from this experi- 
ence, fix the acquisition process, and ensure that issues of indi- 
vidual accountability are squarely addressed. 

Speaking for myself, I was intrigued with the observation in the 
Inspector General’s report that there has to be a change in culture. 
In my humble judgment, it is going to take a lot more than a 
change in culture to correct this so there not be a repetition. 

[The prepared statement of Senator Warner follows:] 

Prepared Statement by Senator John Warner 

This morning the committee meets to receive testimony on the “Management Ac- 
countability Review of the Boeing KC-767A Tanker Program” conducted by the De- 
partment of Defense Inspector General. This review was conducted in response to 
requests that I made, together with Senator Levin and Senator McCain. 

Over the past 3 years, the Senate Armed Services Committee, and Senator 
McCain in particular, have invested significant time and resources reviewing a 
number of issues surrounding the Department’s proposed contract to lease 100 KC- 
767A tanker aircraft. This oversight has included conducting hearings and briefings, 
requesting and receiving numerous studies, and examining over 1.5 million execu- 
tive branch e-mails and documents. 

As a result of this committee’s concerns with this tanker lease proposal, the com- 
mittee did not approve a July 11, 2003 reprogramming request by the Air Force to 
initiate a new start for the tanker lease. Our action on that reprogramming request 
stopped the tanker lease contract dead in its tracks. Subsequent scrutiny — by this 
committee and others — dealt the lease program as originally formulated, a fatal 
blow. 
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Numerous investigations have revealed that the problems associated with the con- 
tract to lease 100 KC-767A tanker aircraft represent the most significant defense 
procurement scandal since the III Wind bribery and fraud cases of the 1980s. The 
implications of this scandal go well beyond the tanker lease proposal. It is impera- 
tive that the Department now move to take necessary actions to hold those individ- 
uals responsible, accountable for their actions and to restore necessary checks and 
balances in the acquisition process. Otherwise, the fallout from the Air Force pro- 
curement scandal could well have disastrous effects on the integrity of the entire 
acquisition system. 

It was with these concerns in mind that on December 2, 2003, I first wrote to then 
Deputy Secretary Wolfowitz to request that the Department of Defense Inspector 
General conduct a thorough investigation of the KC-767A tanker aircraft program. 
I asked that “this inquiry should examine the actions of all members of the Depart- 
ment of Defense and the Department of the Air Force, both military and civilian, 
top to bottom, who participated in structuring and negotiating the proposed tanker 
lease contract which was submitted to Congress in July 2003.” After almost a year 
went by with no action taken on my initial request, on November 19, 2004, I was 
joined by Senators Levin and McCain in a letter to Secretary Rumsfeld in which 
we reiterated the need for such an accountability review. 

Quite simply, we wanted to know what happened, who was accountable, and what 
actions must be taken to prevent this situation from happening again. 

On June 1, 2005, the Department announced the completion of the requested 
management review that is the subject of today’s hearing. 

I welcome today’s witnesses. The Department of Defense Inspector General, Joe 
Schmitz and his Deputy, Tom Gimble will begin by outlining the findings of their 
report. We will then hear from: Acting Deputy Secretary of Defense Gordon Eng- 
land; Acting Secretary of the Air Force Mike Dominguez; Chief of Staff of the Air 
Force, General John Jumper; and Mike Wynne, Principal Deputy Under Secretary 
of Defense for Acquisition, Technology and Logistics who will provide the Depart- 
ment’s comments on the IG report. 

I look forward to our witnesses views on this report, particularly as it addresses 
individual accountability for management decisions and executive oversight. I am 
also interested in what lessons can be learned from the KC-767A tanker aircraft 
program and what needs to be done to restore the integrity of the acquisition system 
in light of recent Air Force acquisition scandals. 

The proposed tanker lease was a departure from the traditional acquisition proc- 
ess, and the source of considerable debate within the administration and Congress. 
Legislation in an appropriations bill — section 8159 of the Department of Defense 
Appropriations Act of 2002 — in effect “authorized” the lease. But a critical point that 
needs to be made is that this appropriations language did not require that the De- 
partment enter into such a lease. 

The appropriations language as drawn was discretionary, not mandatory. The lan- 
guage contained some difficult criteria that had to be met before any such lease 
could be executed — such as the requirement for the lease to be an operating lease 
consistent with the requirements contained in 0MB Circular A-11. But that re- 
quirement did not stop the Department from attempting to define what was in effect 
a long-term capital lease as an operating lease. 

As far as I can determine, the appropriations language did not waive standard 
DOD procurement procedures designed to protect the taxpayer. As the DOD IG 
points out. Congress could have, but did not, give the Air Force the authority to “not 
follow DOD acquisition directives or comply with five statutory provisions of law, 
the Federal Acquisition Regulation, and the Department of Defense acquisition pol- 
icy.” It appears from the IG report that officials in OSD and the Air Force used the 
appropriations language as an excuse to not follow the Department’s own system 
of checks and balances. The fact that these checks and balances were routinely over- 
ruled during this process bodes ill for the entire acquisition process. There is no ex- 
cuse for such behavior. Individuals who engaged in such behavior must be held ac- 
countable. 

What is troubling is that it took the uncovering of the Darleen Druyun scandal 
to formally end the tanker lease contract and put any tanker replacement program 
back into the traditional acquisition process. The committee still has questions 
about how anyone individual could have amassed so much power that she was able 
to perpetuate such a massive fraud against the Federal Government and conduct 
other actions that were not in the best interest of the Department of Defense or the 
American taxpayer. 

But, Darleen Druyun did not operate in a vacuum. In fact, on the tanker program 
she left the government in November 2002, well before contract negotiations were 
finished between Boeing and the Air Force, and well before increasing questions 



5 


were raised by independent evaluators about the advisability of the lease proposal. 
We are left to wonder what happened to the oversight and checks and balances on 
this program. At a minimum it appears that the acquisition chain of the Air Force, 
and perhaps DOD, was woefully inadequate. 

It is my hope that with this hearing we can begin the process of putting this chap- 
ter behind us. However, we can not do that if we do not learn from this experience, 
fix the acquisition process, and ensure that issues of individual accountability are 
squarely addressed. 

Chairman Warner. Senator Levin. 

STATEMENT OF SENATOR CARL LEVIN 

Senator Levin. Mr. Chairman, thank you. First let me start by 
thanking you, Mr. Chairman, for your leadership in this matter 
and thanking Senator McCain for the critical role that he has 
played in bringing to light the problems with the Air Force in their 
tanker lease program, and we will be hearing about those problems 
today. But, for Senator McCain’s tenacity, these problems probably 
would not have come to light. 

The Inspector General’s Tanker Accountability Report identifies 
serious deficiencies in the tanker lease program. It is no small mat- 
ter that the report finds a number of senior Office of the Secretary 
of Defense (OSD) and Air Force officials responsible for actions that 
are inconsistent with the requirements of law and regulation. Un- 
fortunately, Mr. Schmitz, I believe that critical gaps in this report 
have placed a cloud over it, indeed over the Inspector General’s of- 
fice. 

In my view, the report fails to discuss critical issues, omits crit- 
ical material, and redacts key portions of the report in a manner 
that raises serious questions about whether this report meets ap- 
plicable requirements for the independence of inspectors general. 
In particular, in a January 19, 2005, letter to the Inspector General 
the former Secretary of the Air Force defended his conduct of the 
tanker lease program in part by stating that the White House, Of- 
fice of Management and Budget (0MB), and OSD officials played 
a significant role in moving the program forward and that it is 
therefore unfair to judge the actions of Air Force officials without 
reference to the actions of White House, 0MB, and Office of Sec- 
retary of Defense officials. 

The letter reads in part as follows. This is a letter now from the 
former Secretary of the Air Force: “Limiting any review to the Air 
Force and not OSD” — the Office of the Secretary of Defense — “only 
contributes to the myth that this, the tanker lease, was exclusively 
an Air Force proposal. It was not” — and he emphasized the word 
“not”. “It was a proposal of the DOD and the administration, and 
it consistently was supported by three of the four congressional de- 
fense committees.” 

And he goes on: “Indeed it would be difficult to preserve the 
credibility of the Inspector General process or the investigation re- 
sults if the investigation is arbitrarily limited to Air Force per- 
sonnel or Air Force processes, or even DOD personnel and proc- 
esses.” 

He continues: “Members and committees of Congress, as well as 
the White House, the Office of Management and Budget in par- 
ticular, were involved from the earliest days and frequently along 
the way. You simply cannot gain a proper perspective of how good 
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and decent people tried to do the right thing by our warfighters 
and the American taxpayer without looking at every aspect of how 
this program developed and evolved. If you are going to undertake 
this investigation, then I believe you should in all fairness obtain 
the full cooperation of the Secretary of Defense, the White House, 
and congressional leadership for your inquiry.” 

Mr. Schmitz, the Tanker Accountability Report does not contain 
any response to that point. If in fact you inquired about the role 
played by the Secretary and Deputy Secretary of Defense and sen- 
ior White House officials in the tanker lease program, that infor- 
mation is not reflected in the report. The extent to which the Sec- 
retary, Deputy Secretary, or senior White House officials author- 
ized, approved, encouraged, or directed the actions of officials who 
are named in the report has a direct bearing on the responsibility 
of those officials and the omission of this information makes the re- 
port so incomplete as to be misleading. 

Our ability to fully and fairly assess the responsibility of senior 
OSD officials is further undermined by the Inspector General’s de- 
cision to redact references to the role of the White House out of the 
report. In the absence of this material, it is not possible for us to 
assess whether the responsibility of the officials named in the re- 
port is mitigated by the actions of other, unnamed officials who are 
their superiors. These redactions are made not only in e-mails be- 
tween DOD officials, but also in Secretary Roche’s letter, in Boeing 
emails, and even in the text of the report itself. There is no legal 
authority that would conceivably justify the redaction of this mate- 
rial from the report. 

Equally disturbing is the fact that these omissions and 
redactions in the Inspector General’s report appear to have been 
undertaken in consultation with staff in the Office of White House 
Counsel. In an April 29, 2005, letter to the committee, the Inspec- 
tor General stated that in the report footnotes some, but not all, 
of the redactions, by the way, with the statement that the material 
has been omitted, “because staff of the White House Counsel has 
indicated its intent to invoke an agreement between Members of 
Congress and the White House.” 

I am told, Mr. Inspector General, that you conducted some 2 
weeks of negotiations with the White House over these redactions 
and omissions. 

Well, the quality standards for Federal offices of inspector gen- 
eral require full independence, unbiased and free from outside in- 
terference reports. Those standards state that the inspectors gen- 
eral “report both to the head of their respective agencies and to 
Congress.” They also provide that “The Inspector General and the 
Office of the Inspector General (GIG) staff must be free both in fact 
and appearance from personal, external, and organizational impair- 
ments to independence. The Inspector General and the GIG staff 
should avoid situations that could lead reasonable third parties 
with knowledge of the relevant facts and circumstances to conclude 
that the GIG is not able to maintain independence in conducting 
its work.” 

The standards specifically enjoin inspectors general to avoid, “ex- 
ternal interference or influence that could improperly or impru- 
dently limit or modify the scope of GIG work or threaten to do so.” 
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Now, regardless of any agreement that may have heen reached 
between the White House and some Members of Congress relative 
to the handling of raw documents that were provided to them or 
to a congressional committee — and there was such an agreement 
and that involved the obtaining of documents from the executive 
branch to Members of Congress and to this committee. That is one 
matter which is a separate matter from your report, Mr. Inspector 
General. Your report is governed by the requirements of the In- 
spector General Act and the standards for Federal offices of Inspec- 
tor General. You are required by these laws and standards to re- 
port your findings to the entire Congress independent of inter- 
ference from any outside party. You are not and cannot be absolved 
of your duties as an Inspector General by an agreement between 
Members of Congress and the White House relative to material 
submitted by the executive branch to some Members of Congress 
or to a congressional committee. 

You are required to issue a thorough and independent report, 
and it appears to me that you have done neither. 

Again, I want to thank our chairman for his determined leader- 
ship in this matter, and particularly I want to focus on Senator 
McCain’s role, again thanking him for his determination to bring 
this entire matter to light. 

Chairman Warner. Senator McCain, I join my colleague and in- 
deed all members of the committee in thanking you for the extraor- 
dinary amount of wisdom and courage that you have applied to try- 
ing to get to the bottom of this case. Much remains to be done. 

Senator McCain. 

Senator McCain. Thank you very much, Mr. Chairman, and I 
want to thank you and Senator Levin for your leadership and your 
steadfast efforts to resolve this issue. I hope at least one aspect of 
this issue can be resolved today as we hear from the witnesses, so 
that we can move forward and address the problems that have 
been brought to light. But, this investigation I think should be 
completed because it makes us all very unhappy and uncomfortable 
to see this kind of wrongdoing that has been exposed here. So it 
is not good for morale and it is not good for the military. These are 
good and decent men and women who serve the United States of 
America and I hope that we can move forward. 

I would like to just make a couple of very quick points, Mr. 
Chairman. One is that it is true that this issue was initiated in the 
Congress of the United States, not by the Pentagon. Now, there 
was a very close relationship here. On September 25, 2001, there 
was a meeting of Boeing, Air Force officials, and the staff director 
of the Senate Appropriations Committee. It is a fact that this was 
added as a line item in the appropriations bill without a hearing, 
without scrutiny, without any congressional oversight, and was ap- 
proved by three of the four oversight committees. So, there is a fail- 
ure of oversight responsibility by three different congressional com- 
mittees. 

It is disturbing to find so much uniformed involvement in this 
issue. Mr. Chairman, I was brought up that people in uniform 
stayed out of politics and stayed out of policy matters, that was a 
mission to be carried by the civilian leadership. When I see some 
of the things that were said and done by uniformed personnel, it 
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is extremely disturbing to me as a person who believes in that sep- 
aration between uniformed and civilian authorities. 

I would like to say a word about Mr. Schmitz, who I think has 
steadfastly done an outstanding job, not only on this occasion but 
on other occasions. I appreciate the courage he has shown. On one 
occasion he was called in to then-Secretary Roche’s office and told 
to back off the investigation of Ms. Druyun, stating, among other 
things, do you know you can be sued for slander? Intense pressures 
were put on Mr. Schmitz not to conduct a thorough and complete 
investigation. I thank you, Mr. Schmitz. 

Finally, Mr. Chairman, we do have a procurement problem. We 
do have to fix this system. I know that Secretary Wynne and Sec- 
retary England are going to address that in their testimony today. 
In the past couple of months we have had to take a C-130J that 
was being designated as a commercial procurement item, which 
bore no relationship to reality. The Army’s Future Combat System, 
a $113 billion program, was designated as a procurement item 
which was specifically only for small contractors who wanted to get 
into the defense business. 

Why were both of these designated this way? Because then they 
avoided all of the checks and balances and all of the requirements 
a normal defense contract would undergo. By the way, it is not an 
accident that both of those programs have had extraordinary and 
incredible cost overruns associated with them, and we cannot even 
find out from the contractor of the C-130J the cost data because 
it is under a “commercial contract.” 

So, Mr. Chairman, what this means to me is that we have a seri- 
ous problem with the procurement system in the Pentagon today 
and all of us on both sides of the river need to work to make sure 
that we get the best value for the taxpayers’ dollar. 

Again, I thank you. 

I thank Secretary England for being here. Secretary Wynne, Mr. 
Schmitz, Mr. Gimble, Secretary Dominguez, and General Jumper. 
I thank you for being here today. I know this is not a pleasant ex- 
perience for any of us, but I hope we can now with this hearing 
get this issue behind us. 

Thank you, Mr. Chairman. 

Chairman Warner. Thank you. Senator McCain. I associate my- 
self with your observation with regard to the men and women in 
uniform. Having served in the building myself as Secretary of the 
Navy for a number of years, I know that it is the responsibility of 
the civilian-military team, particularly the civilian side, to provide 
in a timely way the best possible equipment for the men and 
women of our uniformed services. We have got to make certain that 
this procurement process is reconstituted and up and running to 
serve that end. 

Also, Senator McCain, the only word you left out that I would 
like to add, and that is that the taxpayer is bearing the brunt of 
this problem. 

Senator Collins, would you like to say anything? 

Senator Collins. No. 

Chairman Warner. Senator Thune? 

Senator Thune. No. 
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Chairman Warner. I want to first point out that we, the com- 
mittee, consistent with practices going back many years of this 
committee and I think other committees of Congress, when we re- 
ceive Inspector General reports we treat them differently than 
other material. There are certain portions of the report which have 
been redacted for the purpose of this hearing, but we will at the 
conclusion of this open hearing proceed to Room 222 in this build- 
ing, the Armed Services Committee hearing room, to resume in ex- 
ecutive session, at which time, Mr. Schmitz and Mr. Gimble, you 
are invited, and other witnesses. We hope that you can find the 
time to join us down there likewise. 

If there are no other comments by members here, we will proceed 
to receive the Inspector General’s report. 

I would like to remind everyone that in this room the acoustics 
leave a little bit to be desired, and you will have to use those 
microphones, speaking directly into them. 

Mr. Schmitz. 

STATEMENT OF HON. JOSEPH E. SCHMITZ, INSPECTOR GEN- 
ERAL, DEPARTMENT OF DEFENSE, ACCOMPANIED BY: 

THOMAS F. GIMBLE, DEPUTY INSPECTOR GENERAL, DE- 
PARTMENT OF DEFENSE 

Mr. Schmitz. Thank you, Mr. Chairman. Senator Levin, Senator 
McCain, Senator Collins, Senator Thune: I appreciate the oppor- 
tunity to appear this morning and to answer your questions about 
our recent report, “Management Accountability Review of the KC- 
767A Tanker Program.” As the publicly releasable version of our 
report has already been submitted and speaks for itself, I would 
ask that it be admitted as part of the record. 

Chairman Warner. Without objection. 

[The information referred to follows:] 
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May 13,2005 

MEMORANDUM FOR DEPUTY SECRETARY OF DEFENSE 

SUBJECT: Management Accountability Review of the Boeing KC-767A Tanker Program 
(Report No. OIG-2004-171) 


On December 2, 2003, the Chairman of the Senate Armed Services Committee 
commended the Secretary and you for taking prompt action to task the Department of 
Defense Inspector General to conduct an independent assessment of the Boeing KC- 767A 
Tanker Program. Subsequently, on November 19, 2004, Members of the Senate Armed 
Services Committee sent a letter to the Secretary requesting that the Inspector General 
conduct an accountability review of all members of the Department of Defense and the 
Department of the Air Force, both military and civilian, who participated in structuring and 
negotiating the proposed lease contract for the Boeing KC-767A Tanker Program, including 
the then-Seaetary of the Air F orce and the then-Assistant Secretary of the Air Force 
(Acquisition), to determine what happened, who was accountable, and what actions must be 
taken to prevent a situation like the Boeing KC-767A tanker aircraft lease fiom happening 
again 


The report addresses in Part I, what happened; in Part II, who was accountable; and 
in Part III, what actions must be taken to prevent a situation like the Boeing KC-767A tanker 
aircraft lease fiom happening again The timeline mcluded at Appendix B summar izes 
“what happened .” The Under Secretary of Defense for Acquisition, Technology, and 
Logistics; fire Secretao' of the Air Force; the Assistant Secretary of the Air Force 
(Acquisition) and senior members of their respective staffs were accountable for the 
decisions associated with the tanker aircraft lease. Although required to do so by 
Department of Defense directive, these officials did not comply with the DoD 5000 series of 
guidance, the Federal Acquisition Regulation, and the Office of Management and Budget 
circulars during their efforts to lease Boeing KC-767A tanker aircraft; instead they focused 
on supporting a legislative decision to allow leasing tanker aircraft from Boeing rather than 
developing objective acquisition information that would have questioned, as a matter of 
procedure, whether such a decision was appropriate for the situation . 

We appreciate the courtesies extended to the staff. Questions should be direcKd to 
Mr John £. Meling at (703) 604-909 1 (DSN 664-909 1 ) or Mr, Henry F Kleinknecht at 
(703) 604-9324 (DSN 664-9324) 


Thomas F Gimble 
Deputy Inspector General 
as First Assistant 
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Office of the Inspector Genera! of the Department of Defense 

Report No. OIG-2004-171 May 13 2005 

(Project No D2f)05AE-0092) 


Management Accountability Review of the 
Boeing KC-767A Tanker Program 


Executive Summary 


Objective of the Review. Our overall objective of the review of the Boeing KC-767A 
Tanka- Program was to determine what happen^ who was accountably and what 
actions must be taken to prevent a similar situation from happening again 

Scope and Methodology. To accomplish the objective, the review team analyzed 
selected e-mails and memorandums TOm the Department of Defense and the Boeing 
(Company; interviewed members of the Office of the Secretary of Defense and the 
Department of the Air Force, both military and civilian, including the then-Seaetary of 
the Air Face and the then-Assistant Secretary of the Air Force (Acquisition), who were 
involved in the Boeing KC-767A tanka aircraft lease; and evaluated prior Department of 
Defense Office of the Inspector General reviews of the Boeing KC-767A Tanker 
Program to gain insight into what happened and who was accountable during the 
structuring and negotiating of the proposed lease contract for the Boeing KC-767A 
Tanker Program. During 3je review, we included significant events along a timeline 
fiom inception of the idea until Congress terminated the Seaetary of the Air Force 
authority to le^e tanka aircraft (Appendix B). 

Results. Senior officials of the Air Force acquisition community and the Office of the 
Secretary of Defense were focused on supporting a decision to lease tanka aircraft ficm 
Boeing rather than developing objective acquisition information that would have 
questioned, as a matter of procedure, whether such a decision was appropriate Although 
required by Department of Defense directive, officials of the Office of the Seaetary of 
Defense and the Air Force did not comply with the Office of Management and Budget 
circulan, the Federal Acquisition Regulation, and the DoD 3000 sales of guidance to 
ensure that a tanker replacement aircraft was acquired to satisfy usa needs with 
measurable improvements to mission capability and operational support, in a timely 
manna, and at a &ir and reasonable price. Instead, the Air Force us^ Section 8159 of 
the Departmoit of Defense Appropriations Act for FY 2002 to justify its inappropriate 
acquisition strategy with the primary goal to expeditiously lease 1 00 Boeing KC-7<S7A 
tanka aircraft to replace ite aging KC-135Etarjker aircraft fleet. In doing so, as 
explained in DoD Inspector General Audit R^rt No D-2004-064 of March 29, 2004, 
the Air Force “demonstrated rreitha best business practices nor prudent acquisition 
procedures to provide sufficient accountability for the expenditure of $23.5 billion for the 
KC-767A tanka pro^am.” 

What Happened. Although sevaal studies and proposals covering the Air Force 
tanker and Boeing commercial aircraft occurred before ^ptemba 2001, Air Force 
officials began merting wth Boeing Company executives to enta into an agreement to - 
lease 100 Boeing KC-767A tanker aircraft in Sefrtember 2001 . The proposed agreement 
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had support from While House officials, members of Congress, the Office of the 
Secretaty of Defense, the Air Force, and the Boeing Company. At that time, the 
Air Force neither identified nor funded an urgent requirement for the replacement of the 
existing tankers. 

On January 10, 2002, Section 8159 of the Department of Defense Appropriations Act for 
FY 2002 authorized the Air Force to make payments on a multiyear pilot program for 
leasing not more than 1 00 general purpose Boeing 767 aircraft for more than 1 0 years per 
aircraft, inclusive of any options to renew or extend the initial lease term Further, the 
present value of tiie total payments over the duration of each lease can not be more than 
90 percent of the fair market value of the aircraft obtained under the lease. Wthout 
conducting an analysis of alternatives, the Air Force used Section 81 59 of the Department 
of Defense Appropriations Act for FY 2002 to justify an informal acquisition strategy, 
the focus and goal of which was to expeditiously lease 100 KC-767A tanker aircraft ^m 
Boeing through a business trust. 

Decision makers in the Air Force and the Office of the Secretary of Defense undertook 
efforts to acquire this t^er capability without the benefit of key information on 
requirements and costs, which are derived from following established acquisition 
procedures. They made an inappropriate decision to only use Section 8159 for an 
acquisition strategy and bypass^ following the prescribed procedures contained in DoD 
Directive 5000.1, “Defense Acquisition System.” According to Dr. Marvin R. Sambur, 
Assistant Secretary of the Air Force (Acquisition), Mr Edward C- “Pete” Aldridge, It., 
Under Secretary of Defense for Acquisition, Logistics, and Technology told him in 
November 2001 that the ^uirements of DoD Directive 5000.1 did not need to be 
implemented for the Boeing KC-767A tanker aircraft lease . By not following established 
acquisition procedures, the decision makers did not apply best business practices, adhere 
to prudent acquisition procedures, comply with statutory provisions for testing, and 
satis^ warfighter needs at a fair and reasonable price. Further, the Air Force considered 
the Boeing KC-767A tanker aircraft to be a commercial item even though significant 
modifications were required and no commercial market for this tanker aircraft existed to 
establish reasonable prices by the forces of supply and demand. As a result, and as 
explained in our earlier Report D-2004-064, the Air Force did not have sufficient cost or 
pricing data to demonstrate the level of accountability needed to conclude that the prices 
negotiated represented a fair expenditure of Department of Defense funds. 

Because of revelations by The Boeing Company in November 2003 concerning ^parent 
improprieties by the Boeing executives, Ms. Darleen A. Druyun (former Principal Deputy 
Assistant Secretary of the Air Force [Acquisition and Management]) and Mr Michael 
Sears, Chief Financial Officer, Boeing; the Deputy Secretary of Defense placed the 
Boeing KC-767A Tanker Program on hold until our review and reviews by tiie National 
Defense University and Defense Science Board were completed. Our review concluded 
that the Air Force used an inappropriate acquisition strategy and demonstrated neitho' 
bea business practices nor prudent acquisition procedures to provide sufficient 
accountability fw the expenditure of $23, 5 billion for the Boeing KC-767A Timker 
Program. In our prior Report D-2004-064, we identified five stamtoiy provisions ftat the 
Air Force did not satisfy relating to: commercial items; testing (two statutes); cosi-plus-a- 
percentage-of-cost system of contracting; and leases Therefore, we recommended that 
DoD nca proceed with the program until it resolved the issues pertaining to the 
procurement strategy, acquisition procedures, and statutory requiranents. 

In April 2004, the National Defense University issued a report concluding that the 
Air Force and the Department of Defense bypassed many elements of the normal 
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acquisition system and that the Office of the Seci etaiy of Defense Leasing Review Panel 
was not a substitute for the Defense A^uisition Board review of the tanker lease 
acquisition . The National Defense University also concluded that the Air Force did not 
use a competitive process for the tanker lease acquisition because contractor selection 
was a for egone conclusion based on Section 8159 of the Department of Defense 
Appropriations Act for FY 2002 and the Joint Requirements Oversight Council.. Also, in 
May 2004, the Defense Science Boar d concluded that the KC- 1.3 5 aitfiame would be 
capable until 2040 and that a corrosion problem was manageable. The Board also 
commented on tanker recapitalization noting a need to emtok on a majca^ tanker 
recapitalizaticoi program, but because total tanker requirements ate uncertain, the 
recapitalization program can be deferred until the completion of the analysis of 
alternatives and the Mobility Capabilities Study. 

Who Was Accountable. The Boeing KC-767A Tanker Program had significant 
support fiom senior decision makers, including three of four congressional Defense 
committees However, the Office of Managanent and Budget; the Congressiond Budget 
Office; Program Analysis and Evaluation, Office of the Secretay of Defense; tire 
Defense Science Board; the Defense A^ui^on University; the fljen-Principal Deputy 
Under Secretary of Defense for Acquisition, Technology, and Logistics; and tire 
Department of Defense Inspector General raised several significant “ted flag” issues 
concerning the program. These issues included inappropriate lease typ^ improper item 
definition, lack of cost dat^ analyses that supported buy rather titan lease, lack of an 
urgent requirement, and foilirre to follow presaibed acquisition rules. 

Although Department of Defense and Air Peace officials are responsible for oveis^ing 
the acquisition process, those officials did not properly follow acquisition policies and 
procedures. Sp^iflcaliy, senior acquisition officials ate accountable for providing an 
effective, affordable, and timely system to the users, which in this case was the Asslaant 
Secretary of the Air Force (Acquisition) and the Under Secretary of Defense for 
Acquisition, Technology, and Logistics. Before the Boeing KC-767A Tanker Program 
became an Acquisition Category ID or Major Defense Acquisition Program on May 23, 
2003, the Secretary of the An Force and the Assistant Secretary of the Ait Force 
(Acquisition) did not require an analysis of alternatives to idmrtify the best possible 
system solution to meet warfighter requirements and did not require a formal, written 
acquisition strategy to guide the program during system development and demonstration 
The Assistant Secretary of the Air Force (Acquisition) allowed the Air- Force to use 
Section 8159 of the Department of Defense Appropriations Act for FY 2002 to justify an 
inappropriate acquisition strategy. The Congr^ could have but did not prescribe in the 
legislation that the Air Force ne^ not; 

• follow DoD acquisition directives or 

• comply with five statutory provisions of law, the Federal Acquisition 
Regulation, and the Department of Defense acquisition policy, 

Further, when tire Under Secretary of Defense for Acquisition, Technology and Logistics 
designated the Boeing KC-767A Tanker Program as a major Defense acquisition 
program on May 23, 2003, he did so without convening a Defense Acquisition Board to 
ensure that the program acquisition strategy adequately addressed the acquisition 
approach, warfighter capability needs, test and evaluation, risk management, resource 
managemeiit, foiiding under an evolutionary acquisition strategy, systems engineering, 
interoperability, information technolo^, information assurance, product support, human 
system integration, and business considerations. Instead, the Under Secretary based his 
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decision on the ongoing review by the OfBce of the Secretary of Defense Leasing Review 
Panel and by the Secretary of Defense approval of the proposed lease The objective of 
the Leasing Review Panel, which was subordinate to the Defense Acquisition Board, was 
to advise assist the Secretary of Defense in establishing an internal r eview and 

approval process to assess the impact of leasing proposals on the Defense budget. The 
objective was not to focus on program management and leadiness of the program to 
proceed to the next phase of the acquisition process. While many people provided input 
into the tanker aircraft lease decision, we concluded tiiat Wh. Edward C. Aldridge, .Ji., 
Under Secretary of Defense for Acquisition, Technology, and Logistics; Dr. lames G. 
Roche, Secretary of the Air Force; Dr . Marvin R Sambur, Assistant Secretary of the 
Air Force (Acquisition); and Ms. Darleen A. Dtuyutr, Principal Deputy Assistant 
Secretary of the Air Force (Acquisition and Management) were the primary decision 
makers within the Department of Defense and tire Air Force who allowed tire Boeing 
KC-767A tanker aircraft lease to continue moving forward. Additionally, 

Mr.. Michael W. Wynne, as the Principal D^uty Under Secretary of Defense for 
Acquisition, Technology, and Logistics raised concerns about the unit price and the 
conduct of an analysis of alternatives. However, he did not require the Air Force to 
follow the DoD Directive 5000 series after assuming the acting duties of the Under- 
secretary ofDefense for Acquisition, Technology, and Logistics. 

What Actions Must Be Taken To Prevent a Similar Sitnation. The Office of 
Management and Budget circulars, the Federal Acquisition Regulation, and the DoD 
5000 seties of guidance establish a system of management controls over the acquisition 
of weapon systems for the Department The system, when properly implemented and 
followed should place needed capabilities in fte hands of the warfighter while 
appropriately mitigating the level of risk associated witii properly performing the actual 
ninctions expected ofthe weapon system. Also, the DoD 5000 series establishes a 
system of management controls to raaintmn proper financial control of the program to 
protect the interests of both the warfighter and the taxpayer when contemplating differ ent 
weapons acquisition strategies to include leasing as a financing option. Tire system of 
management internal control was either not in place or not effective because the existing 
acquisition procedures wer e not followed in the proposed lease of the Boeing KC-767A 
tanker aircraft. The Department ofDefense must change the cultural environment in its 
acquisition community to ensure that the proper control environment is reestaUis^d and 
followed for major weapon-system acquisitions. 

In addition, as part of the cultural change, the Department must not tolerate situations 
wher e senior officiais use their positions to have contractors put pressure on other senior 
officials to have them change their stance relative to a particular situation. For example, 
on Tune 20, 200.3, Mr. Kenneth .1. Kiieg, Director, Program Analysis and Evaluation 
issu^ a memorandum stating that purchase was more cost effective than leasing the 
Boeing KC-767A tanker aircraft and that the lease as proposed did noUneeKTffic^f 
Management and Budget requirements. Consequentl^accoiding tofl||H|H||||^^ 
an e-mail. Dr. Roche requested, in a meeting witbSPon June 23, Munhareoem^ut 
pressure on Mi. Michael Wynne to have Mr. Kiieg change his position on the Boeing 
KC-767A tanker airciaft lease. 

Even though Department ofDefense Instruction 5000 2, “Operation ofthe Detee 
Acquisition System,” May 12, 2003, requires an analysis of aheinatives at major 
milestone decision points for major Defense acquisition programs, the Office ofthe 
S«:retary ofDefense and fte Department ofthe Air Force did not comply with the 
requirement b^use of guidance fiom Mr Aldridge to Dr. Sambur that tire requirements 
of DoD Directive 5000 1 did not need to be implemented for the Boeing KC-767A tanker 
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aircraft lease. Therefore, the Secretary diould reemphasize the requirement to conduct an 
analysis of alternatives for all major Defense acquisition programs and major sj’stems 
before major milestone decision points 

Further, the Under Secretaiy of Defense for Acquisition, Technology, and Logistics; the 
Assistant Secretaiy of Defense for Networks and Information Integration; and the 
Director, Operational Test and Evaluaticm should revise DoD Instruction 50TO.2 to 
specify Ae procedures the Under Secretary of Defense for Acquisition, Technology, and 
Logistics and the Department of Defense Component Acquisitiem Executives must follow 
when leasing a major Defense acquisition program or a major system Specifically, the 
pidance should emphasize diat leasing is a method for financing the aquisitiem of a 
program and that the program should be treated the same as any acquisition {^gram of 
like cost. FurUier, the guidance should require, at a minimum, that the acquiring Military 
Department prepare an analysis of alternatives for the lease and that the d^ision to enter 
into a contract to lease a major Defense acquisition program or a major system must be 
subject to the results of a Defense Acquisition Board or a System Acquisition Review 
Council review, as applicable. 

Management Comments and Andit Response. We received comments from the Under 
Secretary of Defense for Acquisition. Technology, and Logistics and the Acting 
Secretary of the Air Force on the draft report, "nie Under Secretary stated that, by not 
acknowledging the expressed congressional approval for the Secretaiy of the Air Force to 
consider the lease of commercially configured tanker aircraft, the report seems to ignore 
the need for flexibility if the Department is to be capable of responding appropriately to 
an immediate requirement for a major end item Further, he stated that the report implied 
that the mere consideration of an alternative to standard major systems acquisition 
practices was somehow wrong, even if congressionally permitted. The Under Secretary 
suggested that the Department devote more effort in the early stages of future innovative 
acquisitions to ensure a common appreciation of those transactions While we are not 
opposed to acquisition reform initiatives, we believe that safeguards, such as conducting 
an analysis of alternatives and adhering to the Federal Acquisition Regulation and 
statutory testing requirements for items that do not meet the definition of a commercial 
item, need to be followed to ensure that warfighter needs are efficiently and effectively 
met and to protect the Government’s and the taxpayers’ interests 

In response to the draft report, the Acting Secretaiy concurred with the recommendations 
except the recommendation to legislate a requirement to conduct an analysis of 
alternatives. He stated that the requirement to conduct an analysis of alternatives was 
already contained in the DoD 5000 series of directives. Further, *e Acting Secretary 
stated that “A statutory requirement would remove the agility the Defense Acquisition 
System requires in (rases where a time imperative exists and the materiel solution is 
clear.” For the Boeing KC-767A tanker airoaft, a time imperative did not exist, the 
materia} solution was not clear, and the Office of the Secretary of Defense a^ the 
Air Force did not follow the requirement to conduct an analysis of alternatives in the 
DoD 5000 series of directives. Therefore, the Secretary should reemphasize the 
requirement to conduct an analysis of alternatives for all majcff Defense acquisition 
programs and major systems before major milestone decision points (See die 
Management Comments section of the report for die complete text of the comments ) 
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BackgrouDd 

Objective of tie Review. Our overall objective in this review of the Boeing 
KC-767A Tanker Program was to determine what happened, who wm 
accountable, and what actions must be taken to prevent an inappropriate 
acquisition and financial situation like the tanker lease from happening again 

Request From the Senate Armed Services Committee. On December 2, 2003, 
Chairman Warner of the Senate Armed Services sent a letter to the Dq>ut}' 
Secretary of Defense in which he commended the Secretary of Defense and the 
Deputy Secretary of Defense for their prompt actions regarding the Boeing 
KC-767A Tanker Pro^am and for tasking the Department of Defense Inspector 
General to conduct an independent assessment of the Program. Oiairman Warner 
Indicated, however, tiiat he believed that the independeirt assessment should also 
“examine the actions of all members of the Depa^ent of Defense and the 
Department of the Air Force, both military and civilian, top to bottom, who 
participated in structuring and negotiating the proposed tanker le^ contract 
which was submitted to ti»e Congress in July 2003 ” 

On November 19, 2004, Chairman Warner of the Senate Armed Services 
Committee, Ranking Senator Levin, and Senator McCain sent a letter to the 
Secretary of Defense, enclosing a cc^y of the Chairman’s December 2, 2003, 
letter, requesting that the Department of Defense Injector General conduct an 
accountability review “of all members of the Department of Defense (DoD) and 
the Department of the Air Force, both military and civilian, top to bottom, who 
participated in structuring and negotiating the proposed tanker lease contract," 
including the tben-Secretary of the Air Force and the then-Assistant Secretary of 
the Air Force (Acquisition) Specifically, the accountability review should 
determine what happened, who was accountable, and what actions must be taken 
to prevent a situation like the tanker lease from happening again See the 
following pages for the specific request from Chairman Warner, Ranking 
Senator Levin, and Senator McCain. 

Description of the Tanker Program. The Boeing Company planned to produce 
the Boeing KC-767A tanker airoaft from its core commercial B767-200ER 
aircraft, fiie plan included integrating features from other B767 models and 
adding extaisive milit^-unique modifications for its pr imary air refueling 
mission and other missions, including cargo, passenger, aeromedical evacuation, 
communication relay, and passive sensor. As a tanker, the aircraft was to receive 
and dispense fuel through a drogue and boom from its centerline and to store 
more than 200,000 pounds of fuel. 

Scope and Methodology 


lutroductioB. To accomplish the objective, the review team analyzed selected 
e-mails and memorandums from the Department of Defense and the Boeing 
Company; interviewed members of the Office of the Secretary of Defense and the 
Department of the Air Force, both military and civilian, including the then- 
Secretary of tte Air Force and the then-Assistant Secretary of the Air Force 
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(AcquisitionX who were involved in the Boeing KC-767A tanker aircraft lease; 
and used prior Department of Defense Office of the Inspector General reviews of 
the Boeing KC-767A Tanker Program to gain insight into what happened and 
who was accountable during the structuring and negotiating of tite proposed lease 
contract for the Boeing KC-767A Tanker Program. Using the results of what 
happened (Ito I) and who was accountable (Part II), the review team determined 
what actions must be taken to prevent a situation like the tanker lease from 
happening again (Part III). 

interviews. After analyzing selected e-mails, memorandums, and prior reviews 
of the Boeing KC-767A Tanker Program, the review team determined who in the 
Office of tire Secretary of Defense and the Department of the Air Force, both 
military and civilian, were involved in the management of the jwogram. Based on 
that determination, the review team interviewed 88 individuals in the Office of the 
Secretary of Defense and the Department of the Air Force to gain further insight 
into what happened and who was accountable during the structuring and 
negotiating of the proposed lease contract for the Boeing KC-767A Tanker 
Program Sec Part II for excerpts of selected interviews and Appendix D for a list 
of the members of the Office of the Secretary of Defense and the Air Force who 
were interviewed 

Timeline of Events. Using the results of the analysis of selected e-mails and 
memorandums; interviews of members of the Office of the Secretary of Defense 
and the Air Force, who were involved in the Boeing KC-767A tanker aircraft 
lease; and evaluations of prior reviews, the review team developed a timeline that 
identified significant events from inception of the idea until Congress terminated 
the Secretary of the Air Force authority to lease tanker aircraft See Appendix B 
for the timeline. 

Limitations. The review team did not interview White House officials, members 
of Congress, and the Boeing Company because the focus of the review was on 
members of the Office of the Secretary of Defense and the Department of the 
Air Force, both military and civilian, who were involved in the Boeing KC-767A 
tanker aircraft lease. In addition, the review team was unable to interview 
Mr Edward C,. “Pete” Aldridge, Jr , former Under Secretary of Defense for 
Acquisition, Logistics, and Technology even after repeated attempts to contact 
him. 
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Senate Armed Services Committee Request 
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Part I - What Happened? 


On November 19, 2004, Senators Warner, Levin, and McCain in a letter to 
Secretary of Defense Donald Rumsfeld requested that the Etepajiment of Defense 
Office of the Inspector General conduct an assessment of managerial 
accountability of the Bocmg KC-767A Tanker Lease Program. Specifically, the 
Senators requested that the assessment address the questions, “what happened, 
who was accountable, and what actions must be taken to prevent this situation 
from happening apin ” 

The Boeing KC-767A Tanker Lease Program was championed by senior DoD 
and Air Force officials. In addition, Boeing Company officials provided an 
intense lobbying support in the White House, Congress, and DoD. 

DoD acquisitions are required to follow the requirements for analysis and 
oversight that are in DoD Directive 5000.1, “The Defense Acquisition System,” 
May 12, 2003, and prior versions. The oversight mechanisms provide internal 
controls to ensure that the weapon systems acquired by DoD satisfy the needs of 
the warfighter and are acquired economically and efficiently using best business 
practices. When it is determined that a major acquisition program is warranted, 
the Senior Acquisition Executive' is required to notify Congress through formal 
reporting of a new start. When the acquisition program is established, the DoD 
and Air f orce officials are responsible for ensuring the proper procedures are 
followed. Air Force and other DoD acquisition officials did not follow the 
proscribed procedures in DoD Directive 5000. 1 for the tanker program 
Dr Marvin R. Sambur, Assistam Secretaiy of the Air Force (Acquisition) stated 
that Mr. Edward C. Aldridge, Jr , Under Secretary of Defense for Acquisition, 
Logistics, and Technology, in November 2001, told him that the requirements of 
DoD Directive 5000 1 did not need to be implemented for the Boeing KC-767A 
tanker aircraft lease. As a result, many of the required oversight reviews, analyses 
and acquisition planning normally performed on acquisitions of this magnitude 
were not performed: 

The Air Force did not identify tanker recapitalization as an immediate near-term 
requirement Specifically, although the Air Force recognized that the tanker 
aircraft flee^ predcHninaiely KC-135 tanker aircraft, was aging and maintenance 
costs were likely to increase, the Air Mobility Command estimated in the 
Air Mobility Command Strategic Plan that the KC-135 tanker aircraft fleet 


'in the Military Departments, the Secretaries delegate their acquisition responsibilities to the Assistant 
Secreta^ level, commonly called the Service Acquisition Executive. For the Air Force, the Service 
Acquisition Executive is fte Assistant Secretary of the Air Force (Acquisition), who reports to the 
Secretary of tire Air Force administratively and to flie Under Secretary of Defense for Acquisition, 
Technology, and Logistics for acquisition management matters. Each Service Acquisition Executive also 
smves as the Senior Procurement Executive for theu Milita^ Department. In this cqracity, they are 
tespmtsible for management direction of their respective Military Dejattment procurement system 
*The Under Secretary of Defense for Acquisition, Technology, and Logistics serves as the Defense 
Acquisition Executive with responsibili^ for supervising the performance of the DoD Acquisition System 
and enforcing the policies and practices in DoD Directive 5000.1 and Office of Management and Budget 
Circular No A-I09, "Major System Acquisitions," April 5, 1976 



retirements would begin in 2013 and continue to 2040. The KC-135 Economic 
Sovice Life Study, February 2001, concluded that, “The KC-135 fleet an 

average age of approximately 41 years. TTie ESLS [Economic Service Life 
Stud}^ not fcnesee an economic catastrophe on the horizon; however, 
sabstuitia] cost increases are forecast and maintaining acceptable levels of 
availability will continue to be a struggle. ” 



Tlie Department had explored die leasing of airmil on several occasions before 
tte Boeii^ KC-767A ta^er aircraft lease. For example, on May 7, 2001, 
hft^U]lj|Uj^|hnfii^, Jr., Chairman, Defense Science Boar^ at the suggestion 
Chairman, National Economic Council met with finance 
^ecmiSS^uucmp^ew York) to brief Citicorp on PoD interest in applying 
ctamnopcial flnancing techniques to selected DoD asset^ such as C-17 strategic 
a^ft aircraft and a replacement aerial tanker for the existing fleet of 500 KC-1 35 
tanker aircraft, and to obtain Citicorp views on statute^ and regulatory obstacles 
diat prevent the use of commercial lease finance techniques to permit DoD to 
finmice capital asset acquisitions and the sale-leaseback of DoD real property. 
SulMequently, the Secretary of Defense asked Dr. Dov Zakheim, Under Secretary 
of Defense (Comptroller) on May 1 1, 2001, to initiate a process to get commercial 
flnancing techniques moving and to coordinate with the appropriate people, 
including the DoD Office of General Counsel. 


Events of September 11, 2001, accelerated Air Force efforts to begin 
recapitalization of the aging KC-1 35 tanker aircraft fleet. On September 25, 
2(K>1, Ms. Darleen A E^yun, Principal Deputy Assistant & 

a d Msmjjcnmj^ met with Messrs ^ 

I andpH|0at Boeing to lay out a strategy to lease 
emg KC-767A tanker aircrat^^ujMm^g to 20 aircraft per year during 
a lO-year lease. After the meeting,^BHHBat Boeing was tasked to 

son the tanker aircraft lease concept by September 26, 2001, for 

nd Ms Druyun to take to Capitol Hill 



vm cepicmocr zs, 
Segjemi^^h^^ 


dwe^j^iefsa 

fHHmand 


On Oc4ob» 9, 2001, in a letter to a Representative, Eh-. James G Roche, Secretary 
of the Air Force expressed appreciation for the congressional interest in jump 
starting the replacement of the KC-1 35 tanker fleet. Secretary Roche stated “1 
strong^ endorse beginning the upgrade to this critical warfighting capability with 
new Bwing 767 aircraft If Congress provides the needed supporting language, 
vn could initiate this program through an operating lease with the option to 
purchase die aircraft in dM future ” 
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In late October 2001 , the Air Force began to develop an operational requirements 
document for the taiker tailored to Boeing KC'767A tanker aircraft capabilities 
even though it had not pcrfonned an analysis of alternatives to determine whether 
Ae Boeing KC-767A was the preferred solution to the tanker replacement issue 


On November 1, 2001, Mr Aldridge and Dr . Dov S. Zakheim signed a letter that 
formed a leasing panel to review all proposed leases with a cost of S250 million 
orinore. 




On December 5, 200 1 , Ms. Druyun sent an e-mail to Dr. James G Roche; 
General John Jumper, Air force Chief of Staff; General Robert Foglesong, 
Air Force Vice Chief of Staff; and Dr Sambur in which she stated: 


[A Representative] and [a congressional stafTer] faxed me the new 
language that will go to the conference, they have fixed some of die 
issues but as written it is still not executable. [A Representative} called 
again this am to get my sense of executability and this is what I said to 
him: The langu^e requires the Airforce lease green [Boeing] 767 
aircraft but procure dirougb snarate Auth/Approp 
[Authorization/Appropiation] the rao^mDdmc|ti^ to make it a 
tanker. This means the aircraft cost I then do 

my 6ir market value 90% assessment For a ten-year lease I bust the 
9^/o to 116% under 0MB [Office of Management and Budget] Circular 
A-n 

On December 5, 2001, in response to Ms. Druyun’s December 5, 2001, e-mail. 
Dr.. Sambur sent an e-mail to Dr. Roche, Ms Druyun, Goiwal Jumper, and 
General Foglesong with a cc: to Mr. Willard H. Mitchell, Deputy Under Secretaiy 
of the Air Force (International Affairs) in which he stated that, “Since this email, 
Darleen [Druyun] has done an excellent job on the Hill to modify the language so 
that it [is] approaching the doable range ” 
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On December 12, 2001, an OlTice of Management and Budget official sent a lettei 
to a Representative dial stated in part; 

In yout letter you ask that the economic stimulus pack^e include money 
for the lease or purdiase of new B-767 aircM as tankers for the 
Ail Force. We have grave reservations about leasing these aircraft Out 
analysis shows ftiat over the long-term a lease-purtmase pr^am would 
be much more expen^ve than direct purchase of the same aircraft. With 
. regard to the possibility of procuring the aircraft, we have now begun die 
programmatic and budget rwiews necessary for the preparation for the 
FY2003 Budget sulmiission. . Ih this process progranas are evaluated in 
terms of their cost and potential military benefit Please be assured foat 
we will consider yout request carefully as we prepare the FY 2003 
Budget request ^ 

On Decetnbei 17, 2001, an e-mail from Major Geneiai Essec to Ipi. Sambm stated 

^'that: ' ■ 

• tite. Dmyun, Boeing, and Air Staff reps meet end of last week to 
develop and examine set of options r^ch meet the requitem^ts for an 
op^tmg lease Over weekend further refined these options and. began 
building briefing which Isys out an Integrated Master Sdiedule 
combitting all Boeing and Government actions required to obtain 
congressional approval and initiate the program We will brief this to 
Mis. Chuyun Wednesday at 0700, along with the matrix of options which 
meet the operating tease gates. The variables in the matrix are: purchase 
price, lease term, interest rate, residua] value, and lease payment. All the 
options presented will meet the OMB (Office of Management and 
Budget] gates. 

In January 2002, Section 8159 of the Department of Defense Appropriations Act 
for FY 2002 stated that the Air Force may lease up to 100 Boeing commercial 
KC- 767A tanker aircraft The Ait Force used the language in Section 8159 as 
direction to move the lease foiward. The program for the lease of 100 aiiCTaft 
was moved forward despite tiie fact that the Aii Force had not performed an 
analysis of alternatives to determine the need for 100 aitciaft. In feet, the studies 
that were available did not indicate an urgent or immediate requirement for the 
replacement of existing KC-1 35 tankers In addition, the Ait Fot ce used 
Section 8 1 59 of the Department of Defense Appropriations Act for FY 2002 to 
justify its inappropriate acquisition strategy with the primary goal to expeditiously 
lease 100 Boeing KC-767A tanker airctaftto replace its aging KC-i35E Tanker 
fleet. In doing so, the Ait; Force did not demonstrate best business practices and 
prudent acquisition procedures in developing this program and did not comply 
with statutoiy provisions for testing. 

On February 14, 2002, Ms Diuyun responded to an e-mail from Dt. Roche wife a 
cc: to Dr. Sambur; Mi. John P. Janecek, Air Fotce Deputy General Counsel 
(Acquisition); Ms. Maty L. Walker, Air Fotce General Counsel; and Major 
General Essex: In her response, Ms Dtuyun stat^ feat: 

You are right oh about doing this us « prelude to a buy I am hopeful we 
can smoke out the data we need to be able to look anyone in the eye and 
tell them why we are oi are not conducting a competition l am wotkittg 
with Ion lanecdc. .Speedy’s idea is great or [sicj We will get on your 
calendar- ■. 
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On Febmaty 20, 2002, Brigadier General Darryl A. Scott, Deputy Assistant 
Secretary (Contracting), Office of the Assistant Secretary of the Air Force 
(Acquisition) signed out a request for information to The Boeing Company and 
Airbus North Ameri^ Inc. (European Aeronautic Defence and Space Company, 
Incorporated) to begin the Air Force’s market research and assess market 
capabilities in the area of commercial aerial tankers 




The guidance states that, tf a 
icerKunabietooDtannniorTn^^ on prices at which the same 
item or sirnilai items have been sold in the commercial market to use for 
evaluating, through price analysis, the reasonableness of the price of the contract, 
the contracting officet may require cost or pricing data. The guidance from the 
Director reminds contracting professionals to include the applicable Federal 
Acquisition Regulation clause in solicitations for sole-source commercial items 

On July 30. 200^ the Joint Requirement Oversight Council approved the 
operational requirements document, which the Air Force issued on October 22, 
2002. However, using the legislation as the informal acquisition strategy. 

Air Force officials did not tailor the first spiral or increment of the operational 
requirements document to warfighter requirements in the mission needs statement 
for future air refueling aircraft. Instead ftey tailored it to corr elate closely with 
the capabilities of the Boeing 767 tanker variant that Boeing was producing for 
the Italian government As a result, the first 100 Boeing KC-767A tanker aircraft 
will not meet the operational requirement for interoperability and will not meet 
the mission capabilities in the operational requirements document to conduct 
secondary missions, such as cargo/passenger and aeromedical evacuation 
missions. 

On August 20, 2002, Mr Wayne A Schroeder, Deputy Under Secretary of 
Defense (Resource Planning/ Management), Office of the Under Secretary of 
Defense (Comptroller) sent an e-mail to Dr. Dov S Zakbeim, Under Secretary of 
Defense (Comptroller). In the e-mail, Mr Schroeder stated; 

Dov, 

Due to some schedule conflicts and absences, mHHBiequested 
that we reschedule the 767 tanker meeting wnl^OMl^lOffioe of 
Management and Budgetl to later this week or nextjiit I did have a 
chance to speak withfHabout 0MB ’s high profile fl|said dial 0MB 
has been responding to letters from [a Senator] (they «so just received a 
letter on the issue fiom [a Representative]) So part of their public 
profile has to do with responding to congressional requests for their 
^^ion on the issue - [a Senatot] wanted to get it ‘on the record ’ But 
HP did say that the political leadership at OMB feels very strongly 
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about (be lease, and bas decided to take a public posmre knowing Ae 
effects this might have He suggested you talk directly with Robin 
{Cleveland] if you want more information on the politics of the lease at 
0MB; He also gave me some insights into wiiat 0M£ has learned about 
the lease from technical questions the Air Force has posed to them: 

1.. The deal is looking ‘worse and worse..’ 

2 . 0MB is getting a lot of Air Force questions ^ut A'94 and lease- 
purchase analysis. 

3 Boeing wilt not finance diis deal. It would be financed through an 
investment group or special purpose company partly owned by Boeing, 
the engine manuiaclurcr and other investors.. The Air Fmce would lease 
the taidcers from this investment group, which would issue a set of bonds 
at different terms and interest rates 

4. The Air Force had questions for 0MB about what interest tme diey 
can use. Predicting interest rates is problematic, and could have a majm 
impact on the ana^sis Ohffl thinks the Air Force will want a very low 
interest rate and very high discount rate to nuke the lease-purchase 
analysis work. 

5- llie marketability of the aircraft is an issue. The Air Force will likely 
propose for purposes of calculating die residual value of the aircraft, that 
at the end of the lease they be sold as either freighters or tankers. Nm all 
1 00 could be sold as tankers in the open market 

6 OMB thinks the Air Force could have gotten a much better deal on the 
purchase price than what they will show in the analysis. 

7 Fo convince investors that this is not a risk, &e Air Force will tell 
them dial they will buy the aircraft at the end of die lease. This raises the 
question of why this will be structured as an operating lease, when the 
intent is clearly lease-to-buy . If this turns out to be the case, it will be an 
issue. 

As we get more details, 1 will pass more information on to you and Larry 
after we hold the meeting with OMB Rob said he thought the Air Force 
and Boeing might finalize negotiations toward the end of next week . 

On August 20, 2002, in response to Mr Wayne A Schroeder’s e^nail, Dr. Dov S 
Zakheim sent an e-mail to Mr Wayne A Sdtroeder with a cc: to Mr. Lawrence .J. 
Lanzillotta in which he stated that: 

[TJbis does seem very troubling 

On August 20, 2002, Mr. Lawrence J Lanzillotta forwarded Mr- Wayne A. 
Schroeder’s e-mail to Mr. John Roth, Deputy Comptroller (Program/Budget), 
Office of the Under Secretary of Defend (Comptroller); and Mr Ronald G 
Garant, Director, Investment Office of the Under Secretary of Defense 
(Comptroller). 

On August 2 1 , 2002, in response to Mr. Wayne A Schroeder’s e-mail, 

Mi. Ronald G. Garant sent an e-roail to Mr. Lawrence J. Lanzillotta with a cc; to 
Mr John Roth, and Mr . Wayne A.. Schroeder in which he stated: 

1 talked to||HI|0a month or so ago. He was the AF {Air Force] 
d^uty comptioiler. The AF hired him to give flieir prt^sal the 
grandmodier lest and as far as be was concerned it didn’t pass. He 
contends diat die purchase price is jMobably over stated S0% and he 
contends that die residual value is also very mu^ overstated for a non- 

Ait Fwce msffkeL He was also concerned about die discount and interest 

rates used in die calculations 
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Since we alt know that this is a bailout for Boeing why don’t we just bite 
the bullet and do what we did when we were bailing Douglas out on the 
KC'IO’s. We didn’t need those aircraft eidier, but we didn’t screw the 
tatcpayer in the process. The 767 is not the latest in technology . If we 
were going to get smus about buying ftie best I am sure t^ some 
rendition of the 777 would win out 

I don’t know of anyone who is dissatisfied wift ftie outcome of the 
KC-10 (teal The Air Force should be made to come back with an 
analysis of why we couldn’t do the same with the 767 What we in 
effect would be buying is the tail end of tbe production line and 
should be getting tbe best price, not the inflated price that they want 
to put in the le^ fonnub. The key of course is to include some 
competition into tbe purchase process.. [Emphasis added ] 

During 2002, questions began to surface concerning tbe unit price of the aircraft 
as well as cost analysts of lease versus purchase. ITie Air Force submitted the 
tanker lease acquisition business case to the Office of the Secretary of Defense 
Leasing Review Panel in September 2002 An independent analysis of the price 
of the tanker aircr aft contracted for by the Leasing Review Panel and conducted 
by the Institute for Defense Analyses indicated that tbe negotiated individual 
Boeing KC-767A tanker aircraft price was excessive Furftier, tbe Air Force 
negotiating team did not have sufficient information without Boeing cost or 
pricing data or complete information on Boeing prior sales to calculate an 
accurate price for the “green aircraft’’ (jbasic Boeing 767 aircraft). TTie Air Force 
stated “By relying on other cost and price data and techniques, a fair and 
reasonable price is represented by a wide range. Calculating the best price within 
this range must reflect the medium risks of the effort ” The degree to which 
prices can differ is evident from the Air Force and Institute for Defense Analyses 
results that use a different mix of Boeing 767-200ER and 767-400ER aircraft and 
different preferred customer discount rates in their calculations for “green 
aircraft” MiceOFoyxample, the analysis by the Institute for Defense Analyses 
showed aflHmiprice differential (savings) from the Ait Force negotiated 
price for the "green aircraft.” The price differential (saYmes^jonyhe analysis by 
th^ostim^or Defense Analyses would increase ft'Om|HH||H|Pto 
flpmm when using a preferred customer discount rateon^ercent to 
50 percent for a si^ificant competitive order The B(^ing Web site showed 
94] ordws for Boeing 767 model aircraft to 66 different customers since 1 978, or 
m^jra|^urchase of 14 aircraft per customer The single largest customer, 
■jjlllflllll^B procured 117 aircraft on 6 different orders from 1978 to 1997. 
Consequently, the Air Force order for 100 Boeing KC-767A tanker aircraft and 
the potential for the Air Force to order several hundred additional aircr^ should 
have entitled the Air Force to a higher preferred customer discount rate than was 
included in the Air Force’s negotiated price for the “green aircraft.” 

In September 2002, the Air Force began to address criticism as to whether the 
Air Force had an urgent r^uirement for jump starting the recapitalization of the 
KC-135 tanker fleet. Justifying the urgent need, the Air Force indicated that it 
had discovered a significant coirosion problem that coupled with the avciage age 
of the fleet and increasing operations and maintenance costs required inunediate 
recapitalization of the tanker fleet. However, formal studies both before and after 
this problem was identified in the Air Force presentations indicated that the 
problem was manageable and did not recommend moving the replacement date of 
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the tankers as an immediate and urgent requirement. Specifica!ly,in, April 2004, 
the National Defense Univereity issued a report concluding that the A'if Force and 
the Department of Defense bypassed many elements of the normal acquisition 
system and that tilie Office of fte Secret^ of Defense Leasing Review Panel was 
nm a substitute fc«r the Defense Acquisition Board review of die tanker lease 
acquisition. The National Defense University also conclu^ tiiat the Air Force 
did not use a competitive process for the tanker lease acquisition although 
contractor selection was a foregone conclusion based on Section 8159 of the 
Department of Defense Appropriations Act for FY 2002 md the Joint 
Requirements Oversight Council. Also, in May 2004, the Defense Science Board 
concluded that the KC-135 airfiame would still be capable until 2040 and drat the 
corrosion problem was manageable. The Board also commented on tanker 
recapitalization noting that die Air Force needed to embark on a major tanker 
recapitalization program, but because total tairker requirernents are uncotain, the 
recapitalization program can be deferred until the completion of the analysis of 
alternatives and the Mobility Capabilities Study. 

On September 1 1, 2002, Dr. Sambur sent an e-mail to I>r. Roche in which he 
stated: 

Boss 

I kicked off the efiort to establish a ‘need* justification for the tanken. 

Hope to have a conceptual framework ready by the end of the week 
Spoke to Robin {Cleveland] after the meeting to tell her that the 
economic justification is not a slam dunk for eitim position (purdrase or 
lease). It is mote a pudi and a sli^t change in die interest rates can flip 
the analysis. At the end of the day, we have to prove that there is a 
TRUE need and that there are other advantages to leasing (earlier 
deliveiy, affordability, etc) that make it a good business deal. It is going 
to be a tough sell given the other &tots such as li^ili^ and 
indemnification 
Marv 

On September 20, 2002, Major General Leroy Bamidge, Air Force Director of 
Legislative Liaison sent an e-mail to Dr. Roche; General John Jumper, Air Force 
Chief of Staff; General Robert Fogiesong, Air Force Vice Chief of Staff; and 
Lieutenant General Joseph H. Wehrle, Jr., Air Force Assistant Vice Chief of Staff 
In his e-mail. Major General Leroy Bamidge stated; 


Sirs- 

Late yesterday, [a Representative] made a late notice visit to Andrews to 
see the nev^T^Jlua^^^^d with what be saw. Of note, however, 
be pulled over (who had tun to support {the 

Representative.'s visit) and related that be, [the Representative], had 
Uilfwt with f ;• ref {Boeing] 767 tease. Said, 

‘[E .A J agreed that we need to make diis woik.’ 

Also told PIP that he ((the Representative]) ‘ will work with SAC 


The R^n does not include full verbatim text of this e-mail because staff of the White House Counsel has 
indicated its intent to invoke an agreanent between Members of Congress and *e White House covering 

the production oftanker-relatede-mails-the inclusion of which hill verbatim text in die inspector' 

General’s independent judgment would have efreumvented the agreement (The reference is also on 
page 102) 
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[Seoate Appropriations Committee] ieadership to ensure initiative comes 
together.’ 

Additional data point Pronosed HASC [House Anned Savices 
Committee] language is [s}till more restrictive: 

‘The Secretary of the AF [Airforce] shall not enter into any lease for 
tanker aircraii until the Seaetary submits the report required 1^ 
section S1S9 (c) (6) of the Department of Defense Appropriations Act, 

2002 and obt^ns authorization and tqrpropriation of necessary to 
enter into a lease for such aircraft consistent wifti his publicly stated 
commitments to die Congress to do so ’ 

Dr. Rodie, we will rehighlight [the Representative’s] position in ^our 
email prep [preparation] before your oflice call with [the Representative] 
next W^2Sth, 1800. 

On October 7, 2002, Dr. Sambur sent an e-mail to Di Roche in which he stated: 


0MB concerns are all iuiswerable, but not irreftitably so For example, 
Requirements - They view our requirements chart and maintain that the 
delta between need and availability is bogus given that we have been able 
to live with the deficit for so many years (and especial^ during die 
present conflict) Our answer is that we have been playing Russian 
roulette 

Refund scheme They view the scheme as very clever but violates the 
congressional rules and the operating lease requirements Our answer is 
that we have no commitment to buy the tankers Only an agreement to 
get a payback should they sell the tankers for more than S30M [million] 
Commercial lease. They view the market for tankers as only being 
military (which violates the operating lease rules) We assert that they 
may be correct but the residual value is based on the commercial use of 
the planes as commercial cargo transports and not as tankers The 
resioual value has the conversion to transport already baked into the 
price 

Modification of the [Boeing] 767. They argue that we have violated the 

congressional language that requires a green plane We answer by 

pointing to the congressional dialog that defmes a green tanker 

You may have to have another high level meeting (Robin [Cleveland]) to 

discuss these issues 

Marv 


On October 22, 2002, Dr Sambur sent an e-mail to Dr Roche in which he stated: 


Boss 

Our problem is that we do not have a good answer to why we claim fliat 
we have a[n] urgent need for tankers BUT we are retiririg 67 KC13SE’s 
in the FDYP [FYDF (Future Yeffi^Defens^tograro)] to save $1B 
[billion] BUT’ we need an additionalg|H^m||Pto lease the tankers. 


'Removed for reason stated in the initial asterisked footnote (The reference is also on page 109 ) 
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Our other pioblera is Aat we have a parametric appoach to deriving 
pricing that has black magic associated wifli the weighing fiinction I 
tried to give an intuitive interpretation that went down better but our 
inabilip to explain in a concise manner the complicated weighing 
fimetion is an issue 1 am working with our people to develop a more 
concise explanation 
Marv 



On November 5, 2002, Ms Dtuyun, who had been involved in all aspects of the 
Boeing tanker aircraft lease eftbrts to date, submitted a letter to the Air Force 
ethics office, recusing herself ftom farther negotiations with Boeing; retired 
mid-month; and accepted an executive position with Boeing. 

On November 20, 2002, Mr William C. Bodie, Special Assistant to the Secretary 
of the Air Force sent an e-mail to Dr Roche in which he stated: 

Good for yoix boss [Mr ] Aldridge may deny he’s been weakening, but 
die smoke signals are thick. Aldridge interviewed with Aruie Marie 
ISqueo, ’The Wall Street Joamal’] yesterday, and although he wouldn’t .I'congr^ional Record! 

commmit on specifics of any deal and was keeping an q>ei) mind, be ' " - ' 

indicated that in general terms he would have concerns about leasing 
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when/if buying was che^>er- That doesn't ia>c with his prcvioiK support 
for the lease from a NPV [net present vaJue]/ca^ tlow managonent 
persp^tive In addition, dte spores seem to be pushing a ‘what’s the 
rush?’ line: buying Is cheaper (we ‘exaggerate* the pui^ase cost of a 
green [Boeing] 767), titerefc^ ^tter, suth a large expenditure requires 

more ‘rigorous analysis* dian die back*of-die*^veldpe assertions by the , ... , 

AP [Air Foioc), hence an AoA [analysis of alternatives]; the AF hasn’t jCongfessional Record} 

POM’ed [program obj<xtivcs memorandum] for ^ lease, so how serious 

can we be? There is no ‘iffgent* need because the AF is Parting to retire 

die E*s next year even widiout an immediate replacone^ so why can*t 

we be more delibei^ive? Boeing will still be there, making airplanes, so 

v^hat’s die rush? Anyway, Abbus could make plaoin widh mough 

American content if need be I rebutted all these argumoats «ddi Jiymie 

IDumai^ The Special Assistant to the Seaetary and die Dqputy Seoetary 

of Def«ise] (as ^rou did widi Pete [Aldridge]), but we might be in die 

‘power* i^ase with C^D [Office of the Secretary of Defense] on 

Issue If wiymMi can taUc sense to Aldridge, however, it*s you 

On Novemb^ 20, 2002, in response to Mr- William C Bodices e-mail. Dr- Roche 
sent an e-malJ to Mr. WiJliam C.. Bodie in which be stated: 

Right I’m relaxed on this one ThQ' have to take the bureaucratic [Congressional Record] 

position Jim 

On December 18, 2002,||HH|||[|H||[||H|Chief of Mobility and Special 
Operations Forces, Wcapon^ys!enisLBisSn)ivision, Office of Air Force 
Legislative Liaison sent an e-maii to Major General Leroy Bamidge, Jr., 

Air Force Director of Legislative Liaison In t^ftich he staled: 


Maj Gen [Major General] Bamidge, 

As you know, there has been some conversation about a possible meeting 
with [a Representative’s] office (generated irom the [Represenutive'sj 
office through [ccmgressional staff]), OSD [Office of the Secretary of 
Defense] and one AF [Air Force] r^esentadve. 

if^fense (Legislative Af5iirs)]jHH|||||H^^B 
called [congrtssicmal staff] this morning to 
KepreseDtacive'sJ desire feu the meeting. 


L'cienscj anu unc at i 
AMKtan^eeTgtj^^^cfe 




■ 


Thts'eliminates the heed for 
a meeting in which the AF, OSD, and the [Representative’s] office were 
going to talk about the need for ta^os r^t now, [Boeing] 767 ability to 
nil dus need, and the 767 acquisition strategy 


Way Forward: Where we are at right now is that OSD at the highest 
levels is getting together (DepSecDef [Deputy Secretary of Defense], 
Mr. Aldridge, Dr Zakheim, Powell Mow^e [Assistant Secretary of 
Defense (legislative Affairs)], etc) to decide die DoD way forward. Tbe 
decision will be to suf^iort ^ lease now show why decision should 
wait imtil a later time. I am not sure when the meeting will occur, but 
w^ng until March (^^^^irev^sly given by OSD) is no longer an 
optimi Accctfding tofl^BIHII this will ^ decided soon and h is 
more now an issue of OW explainu^ vhy DoD shouldn’t do tbe lease 
then [sk] h is the AF explaining why we should (a reversal of the normal 
process) I will keep you posted. 


*Ranoved for reasrni suited in the initial t^ertsked footnote. (Tbe reference is also on pagt$ 1 1 7 and 1 85 ) 
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On January 30, 2003, General John Jumper, Air Force Chief of Staff sent an 
e-mail to Dr. Roche in which he stated: 



- On January 31, 2003, in response to Genera! John Jumper’s e-mail. Dr. Roche 
sent an e-mail to General Jumper in which he stated: 

And, I had at Himself on the deal in the morning, noting as I poinftled to 
them that, unlike businessmen who would understand how good an 
oppoituni^ this was, these Corporate Staff bureaucrats {Dov and Stevie) 
can't get it Don a^ed if 1 was special pleading Isald^’ And, 
further, would continue to do so. [Lathee] Di&ta [Princi^ Deputy 
Assistant Secretary of Defense (Public Affairs)} announced that my 
comments ‘were brought to you ly die Boeing Compariy ’ I didn't np 
his heart out. Don h^ been programmed by the Tall Sptne and asked 
about ‘qiportunity costs’, etc to which dw Speues jum{^ But, when 
adted wM was in the budget, 1 bad the chanra to ^e a shot at the TS 
(Tall Spore] by telling Don that we wouldn’t beartr^i |sicj him by 
assuming that he approved the lease; thus, the budget 1^ a buy Pete 


'Kondved for reason stamd in the initial asterisked footnote (The reference is also on pages 120, 1 SS, and 
210 ) 
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flien told him the ‘when' of the buy, and Don said: ‘Not soon enough!’ 

Through the day, I have been asked by the Spores to consider a lease of 
50 with an option for 50, and a 67/33 split Each time I lonind them that 
these hairbrained [sic] ideas would only be more expensive Don asked 
that the decision be delayed until after he testified!!! Note: he doesn’t 
want to toud) it But there is no doubt diat be undnstands.our position . 

G ,..-:.: v*, - j. 

^ Jim 

In Februaiy 2003, Dr. Sambur sent a memorandum to senior DoD management 
arguing for die lease rather than procurement of the Boeing KC-767A tanker 
aircraft even though the Air Force had not conducted an analysis of alternatives to 
justify the lease, had not justified an urgent need for the Boeing KC-767A tanker 
aircraft based on previous studies, and had not shown bow leasing instead of 
purchasing the aircraft was a prudent expenditure of taxpayer money 

As previously stated, the Air Force, at the direction of Mr Aldridge, did not 
follow the procedures for a major Defense acquisition program. Further, the 
proposal that started to move forward was improperly identified as an operating 
lease which meant that it would be funded in current year Operation and 
Maintenance funds versus the multiyear procurement funds. In addition, the 
Air Force improperly identified the Boeing KC-767A tanker aircraft as a 
commercial item subject to the rules of the Federal Acquisition Regulation, 

12, “Acquisition of Commercial Items,” rather than Federal Acquisition 
Regulation, Part 15, “Contracting by Negotiation,” to meet Office of Management 
and Budget requirements for leasing the aiicraft rather than procuring the aircraft. 
As a result of this improper designation, the Government forfeited the ability to 
obtain cost and pricing data. The Air Force determination was improper because 
the Boeing KC-767A Tanker Program did not meet the statutory definition of a 
commercial item. No commercial market for this tanker aircraft existed to 
establish reasonable prices by the forces of supply and demand. Consequently, 
the commercial item procurement strategy did not provide the Air Force with 
sufficient cost or pricing data to make multi-billion dollar decisions for the 
Boeing KC-767A Tanker Program and did not demonstrate the level of 
accountability needed to conclude that the prices negotiated represented a fair 
expenditure of DoD funds. 

In March 2003, the issue concerning price was raised again by the Under 
Secretary of Defense (Comptroller). The underlying issue with the price was that 
the Air Force improperly determined that the tatiker aircraft was a commercial 
item, thereby preventing the Government from having the ri^ts to Boeing’s cost 
and pricing dia Without a competitive market place and the inability to obtain 
cost and pricing data, the Air Force was unable to determine whether the Boeing 
offering price was fiur for the aircraft as modified into a tanker configuration 
The COTiptroller also recommended that the acquisition be properly classified and 
declared a major Defense acquisition program (Acquisition Category I). Also in 
March 2003, me Secretary of Defense met with senior Office of the Secretary of 
Defense and Air Force officials to consider the status of the Office of the 
Secretary of Defense assessment of the Air Force Boeing KC-767A tanker lease 


"Removed for reason stated in the initia! asterisked footnote (The reference is also on page 121 ) 
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pioposai and to make a decision on whethei to accept the tanker lease proposal or 
to request multiyear pioouranent authorization to purchase the tanker aircraft 



On April 15, 2003, Mr. Wyime sent an e-mail to senior DoD executives detailing 
his efforts to reconcile the Institute for Defense Analyses values with the Boeing 
Company values by resetting the baseline to achieve a price reduction. 

Mi. Wynne concluded: 

Ihis will not be easy, given die long history on this deal, and the 
consequences of a sudden change of h^rt I would have expWted that 
the concessions should have and could have come as a result of 
configuration changes which would have provided some cover f<w both 
teams. Recall, I gave them that opportunify over the past two wedcs. In 
thatabsMJce . 

We should afford Boeing this last opportunity, and then call it a day for 
the lease. 

On May 3, consultant to Boeing sent an e-mail to 
Dr. Roche in which he stated: 







On May 9, 2003, Eh; Rodie sent an e-mail to Ms. Robin Cleveland, Diiector, 

Office of Management and Budget, the subject of ■wdiich was Petei Cleveland 
—tesume and covef lettet attached fotexpoit la the e-maiV Di, Roche stated: - — - 

Be welL Smfle . Give tankers now (Oops, did I say mat? My new deal is [Congressional Record| 

* terrific ) © 
rim 

On May 23, 2003, Mi. Aldridge signed the "Air Foice Boeing 767 lankei Lease 
Decision Memorandum” approving the Air Foice request to lease 100 Boeing 
KC-767A tanker aiiciaft before: 

• the Office of the Secretary of Etefense Leasing Panel finalized its 
review or made a lecommendatirjn concerning the viability of the 

■. lease;.' ,■ 

• the Air Force conducted an analysis of alternatives and developed an 
acquisition strategy and an independent cost estimate; and 

• the Defense Acquisition Board conducted a review of the lease. 

Further, the May 23, 2003, “Air Force Boeing 767 lanker Lease Decision 
Memorandum” stated that "The Secretary ofDefense approved this lease proposal 
contingent upon securing a waiver of the requirement to fimd termination liability 
and approval of the Office of Management and Budget ” 

On May 27, 2003, Mr.. Aldridge resigned as Under Sectetaiy of Defense for 
Acquisition, Technology, and Logistics and Mr . Wynne was appointed as the 
Acting Under Secretary Defense for Acquisition, Technology, and Logistics. 

On May 28, 2003, Mr. Wynne forwarded the Acquisition Decision Memorandum 
to the Office of Management and Budget detailing the intent to move forward 
with the proposed operating lease. 

On June 20, 2003, Mr. Kenneth J. Krieg, Diiector, Program Analysis and 
Evaluation issued a memorandum stating that purchase was more cost effective 
than leasing the Boeing KC-767A tanker aircraft. In addition, he stated in the 
memorandum that the lease as proposed did not meet the requirements of Office 
of Management and Budget Cir cular No A- 1 1 , “Prepar ation, Submission, and 
Execution of the Budget (2003) . ” 

On .June 23, 2003, accordin^o||Hp^P|P|||||^m an e-mail. Dr. Roche 
requested, in a meeting withjpPthatBoemg^ pressure on Mr . Wyime to 
have Mr. Krieg change his positron on the Boeing KC-767A tanker aircraft lease. 


Removed for reason stated in the initial asterisked footnote. (The reference is also on page 127.) 
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On July 8, 2003, Dr Roche sent an c-mail to Mr Jayrnie Duman, The Special 
Assistant to the Secretary and the Deputy Secretaiy of Defense in which he stated: 

Jaymie, Mike Wynne has fillen for pterin] C3eveland’s line that our 
letter roust show the bogus cakalalion which is NPV {net present value] 
negaUve by $1 .9 bOIion 

Why bogus? If we had the budget, we wouldn’t need to turn to a lease. 

But, we don't. Thus, to assume that H exists (wrong prsniseX and then 

to assume the Congress pared legislation which it didn't, and then to iCongressional Recotdl 

condemn cmrselves in writing by staring the calculation based on a 1 1— 1 

riutta^ simply is crazy. It is a b^auctaiic trick to make a fool out of 
Don [Rumsfeld] as well as the Air Force All this was 'resolved' 1^ Pete 
Aldridge before he lefl. To quote him: 'We need to go forward with 
DoD's posHim If OMB (Office of Management and Budget] wants to 
contTOHit, let them ’ 

Point; we are tunning aground because PA&E [Program Analysis and 
Evaluation] and C8MB want me to sign a suicide note, BUT I WIU. 

NOT This whole drill has gotten our of hand! Jim 

On July 22, 2003, Ote Acting Under Secretary of Defense for Acquisition, 

Technology, and Logistics requested that the Department of Defense Office of the 
Inspector General: 

• review the decision process used by the Air Force and the Office of the 
Secretary of Defense to lease the Boeing KC-767A tanker aircraft, and 

a assess whether DoD interaction with CongrKS following ftie 
“Air Force Boeing 767 Tanker Lease Decision Memorandum,” 

May 23, 2003, was timely and reasonable. 

On August 20, 2003, the Secretary of the Air Force halts the performance of an 
analysis of alternatives for the tarJeer aircraft pending the direction of the 
Authorization Bill. 

On August 29, 2003, in response to the July 22 request by the Acting Undei 
Secretary of Defense for Acquisition, Technology, and Logistics, we issued 
Department of Defense Office of the Inspector General Report No D-2003-329, 

“Assessment of DoD Leasing Actions ” nie report stales that, although not 
required by statute, applying a best business practice of weighing the need to 
conduct a forma! analysis of alternatives to achieve the best possible system 
solution could have improved the Air Force Leasing process. Further, a best 
business practice would have been to expand the charter of the Office of the 
Secret^ of Defense Leasing Review Panel to include the Panel’s role in Ae 
acquisition process and in the life cycles of the leases We also determined that of 
the six letters fi’om the Chairman, Committee on Commerce, Science, and 
Transportation and the one letter from the Congressional Budget Office, five were 
generally timely and two were not timely , Further, two responses could have 
been improved by a more comprehensive answer to portions of the requests. 

However, we did not identify a reason to not proceed with fte lease of the Boeing 
KC-767A tanker aircraft based on the limited scope of our review. 

On November 24, 2003, in Section 1 35 of the National Defense Authorization Act 
for FY 2004, Congress limited the number of tanker aircraft that fte Air Force 
could lease to 20 and authorized procurement of up to 80 aircraft In addition. 
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Section 1 35 of the National Defense Authorization Act for FY 2004 required that 
the Seo'eiao' of Defense perform a study of long-term aircraft maintenance and 
requirements, 

On December 1 , 2003, the Deputy Secretary of Defense requested an audit by the 
Department of I^fense Office of the Inspector General, stating that “In light of 
recent revelaticms by The Boeing Company concerning apparent improprieties by 
two of the company’s executives, please determine wheftiet there is any 
compelling reason why the Departmoit of the Air Force should not proceed with 
its Tanker Lease Program In particular, I would appreciate knowing whether any 
of these revelations affect any of your previous analysis of this program ’’ 

On February 1, 2004, the Deputy Secretary of Defense requested that the Defense 
Science Board evaluate aerial refueling requirements and that the National 
Defense University conduct a comprehensive analysis of lessons learned for the 
Air Fra-cc Tanker Lease Program 

On February 24, 2004, Mr. Wynne sent a memorandum, “Analysis of Alternatives 
(AoA) Guidance for KC-135 Recapitalization,” to the Secretary of the Air Force 
In the memorandum, Mr Wynne directed the Secretary of the Air Force to 
conduct an analysis of alternatives for analyzing potential courses of action for 
recapitalizing the KC-135 fleet, under the oversight of a Senior Steering Group. 

On March 29, 2004, the Department of Defense Office of the Inspector General 
issued Report No D-2004-064, “Acquisition of the Boeing KC-767A Tanker 
Aircraft,” stating that the Air Force used an inappropriate procurement strategy 
and demonstrated neither best business practices nor prudent acquisition 
procedures to provide sufficient accountability for the expenditure of $23.5 billion 
for the Boeing KC-767A Tanker Program The report identified five statutory 
provisions that had not yet been satisfied relating to: commercial items; testing 
(two statutes); cost-plus-a-perccntage-of-cost system of contracting; and leases 
Therefore, the report recommended that DoD not proceed with the program until 
it resolved the issues pertaining to the procurement strategy, acquisition 
procedures, and statutory requirements. 

On April 20, 2004, -the National Defense University issued its report in response 
to the Deputy Secretary of Defense tasking on February 1, 2004. The National 
Defense University was tasked to answer six questions dealing with the tanker 
lease acquisition. Based on interviews and literature reviews, the National 
Defense University concluded that the: 

• Air Force and the Department of Defense bypassed many elements of 
the normal acquisition system; 

• Office of the Secretary of Defense Leasing Review Panel was not a 
substitute fca- the Defense Acquisition Board review of die tanker lease 
acquisition; and 

• Air Force did not use a competitive process for the tanker lease 
acquisition although contractor selection was a foregone conclusion 
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based on Section 8 159 of the Department of Defense Appropriations 
Act for FY 2002 and the Joint Requirements Oversight Council. 

The National Defense University made several recommendations to include that 
the Department of Defense publish guidance on leasing in policy directives, the 
Federal Acquisition Regulation, and the Defense Fed«al Acquisition Regulation 
Supplement; and that the Department establish procedures to require both cost 
and pricing data on sole source or monopoly, commercial leases. 

In May 2004, the Defense Science Board issued its report in respemse to the 
Deputy Secretary of Defense tasking on Febniary 1, 2004. The Aerial Refueling 
Defense Science Board Task Force reviewed the KC-135 program and concluded 
that, based on &tigue life, the KC-13S airframe would be capable to 2040 and that 
corrosion was manageable. With regard to KC-1 35 operation and support costs, 
tire Defense Science Board concluded that cost growth was raanageabie. The 
Board also commented on tanker recapitalization, noting that the Air Force 
needed to embark on a major tanker recapitalization program, but because total 
tanker requirements were uncertain, the recapitalization program could be 
deferred until the analysis of alternatives and the Mobility Capabilities Smdy are 
completed- The Defense Science Board did not endorse the Boeing KC-767A 
tanker aircraft as the only Air Force near-term solution to the tanker 
recapitalization problem. The Defense Science Board suggested several options 
for replacing the KC -135Es including; 

• obtaining additional DC-lOs that could be converted into tankers, 

• retiring half of the KC-135Es under a hybrid recapitalization program 
and replacing them with commercial entities as commercial tankers for 
missions in ^e Continental United States, 

• phasing out the other half of the KC-135E and replacing them with 
converted KC-10, and 

• working with major airframe manufacturers to develop new tanker 
options with more modem airframes than the 20-year-old Boeing 767 
design. 

On October 28, 2004, in Section 133 of the “Ronald W Reagan National Defense 
Authorization Act for Fiscal Year 2005,” Congress terminated the authority of 
the Secretary of the Air Force to lease tanker aircraft; however, it authorized the 
Secretary to procure up to 1 00 tanker aircraft. 

In summary. Office of the Secretary of Defense and Air Force senior officials 
allowed the proposed tanker aircraft lease to move fbrweud even though the 
Boeing KC-767A Tankw Program had not undergone the rigid oversight required 
by DoD Directive 5000 1 for major acquisitions. As a result, the program was not 
subject to the benefits of full and open competition, an analysis of alternatives to 
determine the most cost effective manner to satisty the operational deficiency, and 
a proper identification of the urgency and optimal number of assets needed to 
satisty the requirement There were many extwnal influences that helped move 
this program along. However, the decision by the Under Secretary of Defense for 
Acquisition, Technology, and Logistics not to implement the requirements of 
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DoD Directive 5000 1 was the major failure associated with managing and 
making decisions on the program. The failure to follow the prescribed acquisition 
rules resulted in the attempt by flie Office of the Secretary of Defense and the 
Air Force to enter into a $23 billion program that did not satisfy validated 
requirements and was not cost effective for the American taxpayer 

Internal Control 


DoD acquisitions are required to follow the requirements for analysis and 
oversight in DoD Directive 5000 1, “The Defense Acquisition System,” May 12, 
2003, and prior versions The oversi^t mechanisms provide internal control to 
ensure that weapon systems acquired by DoD satis^' uie needs of the warfighter 
and are acquired economically and efficiently using best business practices 
Air Force and other DoD Acquisition Officials did not follow the ^oscribed 
procedures in DoD Directive 5000.1 for the tanker program. Instead, the 
Air Force used Section 8 1 59 of the Department of Defense Appropriations Act for 
F Y 2002 to justify an informal acquisition strategy. 

Required Documentation for Program Milestone Reviews. DoD 
Instruction 5000.2, “Operation of the Defense Acquisition System,” May 12, 

2003, requires that the following documentation r^uirements be completed and 
reviewed by the Defense Acquisition Board at program initiation: 

• Initial C^abilities Document 

• Analysis of Alternatives 

• Capability Development Document 

• Affordability Assessment 

• Acquisition Strategy 

• Independent Cost Estimate and Manpower Estimate 

• Acquisition Program Baseline 

• Information Support Plan 

• Test and Evaluation Master Plan 

• Exit Criteria 

For the DoD decision to acquire 1 00 Boeing KC-767A tanker aircraft (which 
could be considered a low-rate [Milestone C] or full-rate production decision), 

DoD Instruction 5000.2 requires that the following documentation completed 
and reviewed by tiie Defense Acquisition Board before making ffiose decisions: 

• Capability Production Document 

• Analysis ofAltemativcs (updated as necessary) 

• Affordability Assessment 

• Acquisition Str ategy 
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• Independent Cost Estimate and Manpower Estimate 

• Acquisition Program Baseline (updated as necessary) 

• Information Support Plan 

• OperationalTest Agency Report 

• Exit Criteria 

Importance of Required Program Docuroentation. Hie above program 
documentation is r^uired and prqrared for milestone decision authorities for the 
following purposes: 

Capabilities Documents. The initial capabilities documott establishes 
the need for a matwial approach to resolve a specific capability gap derived from 
the Joint Capabilities Integration and Development System analysis process. The 
initial capabilities document pn^ses die recommended mato-ial approach(s) 
based on analysis of the relative cost, efficacy, sustainability, and risks posed by 
the material approach(es) under consideration The analysis that supports the 
initial capabilities document helps to shape and to provide input into the analysis 
of alternatives The capability development document provides the operational 
performance attributes, including supportability, that die acquisition community 
needs to design the proposed system, including key performance parameters that 
guide the development, deroonstiation, and testing of die current increment The 
capability production document addresses the production attributes and quantities 
specific to a single increment of an acquisition program The program ^nsor 
prepares the initial capabilities document, the capability development document, 
and the capability production document, and the Joint Requirements Oversight 
Council is responsible for validating the key performance parameters in the 
capabilities documents and then approving the documents 

Analysis of Alternatives. The focus of die analysis of alternatives is to 
refine the selected concept documented in the approved initial capabilities 
document. The purpose of the analysis of alternatives is to assess the critical 
technologies associated with the selected concept, including technology maturity 
and technical risks. In accomplishing the analysis of alternative^ innovation and 
competition should be emphasized to achieve the best possibleisystiero solution - 
An independent analysis activity is to prepare the analysis of alternatives and the 
responsible DoD Component Head designates the approval authority. 

Affordability Assessment. The program office is required to assess 
^stem affordability at each milestone decision point beginning with program 
initiation. Milestone decision authorities are not to approve a progam to proceed 
b^ond progim initiatiem unless sufficient resources, including manpower, are 
progrmnmed in the most recently approved Future Years Defense Program, <»• 
will be programmed in the next Program Objective Memorandum, Budget 
Estimate Submission, or Jfhesident’s Budget The Office oftbe Secretary of 
Defense Cost Ari^sis Improvement Group reviews the accuracy of cost dm 
used in affordability assessments presented at milestone decisions for major 
Defense acquisition pro^ams- 
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Acquisition Strategy.. Program managers are required to prepare and the 
milestone decision authority is to approve an acquisition strategy at program 
initiation. The acquisition strategy guides a program during system development 
md demonstration and includes a technology dwelopraent strategy for the next 
technology spiral . To mMt the tenets of Office and Management Circular 
No . A- 109, “Major Systems Acquisition,” and best practices of acquisition 
management principles, the acquisition strategy should include: 

• a viable acquisition approach to rapidly deliver to the warfighter an 
affordable, sustainable capability diat meets their expectations and 
adequate consideration for best business practices, applicable laws, 
and prudent acquisition procedures; 

• a discussion of developmoit, production, life-cycle support and costs, 
and test evaluation activities that provide teaming among the 
warfighters, developers, acquirers, engineers, testers, budgeters, and 
sustainers; 

• program risk management to mitigate the risk and not simply accept it; 
and 

• life-cycle sustainment of the acquisition program, including 
subsequent spiral development 

Independent Cost Estimate and Manpower Estimate. Program 
managers are required to prepare a life-cycle cost estimate in support of program 
initiation and all subsequent program milestone reviews, including full-irate 
production decisions . For major Defense acquisition programs, the milestone 
decision authority may not approve those program decisions unless an 
independent estimate Of the full life-cycle cost of the program and a manpower 
estimate for the program have been completed and considered by the milestone 
decision authority (Section 2434 of title 10, United States Code, “Independent 
cost estimates; operational manpower requirements”). In addition, the Office of 
the Secretap' of Defense Cost and Analysis Improvement Group is required to 
prepare an independent life-cycle cost estimate for the progr^ and to submit a 
report to the milestone decision authority at all milestone reviews for all major 
Defense acquisition programs. 

Acquisition Program Baseline. The program manager, in coordination 
with the user, is required to prepare an acquisition program baseline at f»-ogram 
initiation and at each subsequent major mile^one decision. The acquisition 
program baseline documents the program’s approved cost, schedule, and 
performance objectives and thresholds. The Ihogram Executive Officer and the 
Component A^uisition Executive are required to concur with the acquisition 
program baseline jnepared by the program manager, and the milestone decision 
authority is responsible for approving the document at milestone decision 
reviews- An ^proved acquisition program baseline satisfies requirements in 
Section 2435 of T itle 10, United States Code, “Baseline description.” 

Information Support Plan. Program managers are required to prepare an 
information support plan to identify the capabilities th^ information technology 
and national security systems require or the information needed to meet the 
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proposed capability . Those capabilities need to be identified to ^ble die 
propam manager to plan and manage system interoperability, interface, and 
infrastructure requirements before award of propam contracts. The program 
manager submits the information support plan to the Director for Command, 
Control, Communications, and Computers Systems Ditectc»-ate (.J-6) who certifies 
that the information supfort plan ad^sses information requiremrarts aderjuately 
and identifies dependencies and interface requirements among DoD acquisition 
programs . The milestone decision authority is required to review the certified 
mformation support plan at program initiation and subsequent milestone reviews. 

Operational T«t Agency Report. Program managers are required to 
prepare a test and evaluation master plan for Under Secret^ of Defense for 
Acquisition, Technology, and Logi^cs and Director, Operational Test and 
Evaluation approval before program initiation and subs^uent program milestone 
reviews . The test and evaluation master plan is to describe plwned 
developmental, operational, and live-fire testing; an integrated test schedule; and 
the resource requirements to accomplish the planned testing. Sectiem 2366 of 
Title 10, United States Codes, “Major systems and munitions }»ograms: 
survivability testing and lethality testing required before full-scale production,” 
states that a covered system, one that is being overseen by the Office of the 
Director, Operational Test and Evaluation, may not proceed beyond low-rate 
initial production (low-rate initial production is normally 10 percent of the total 
production quantity documented in the acquisition strategy) until realistic 
survivability testing of the system is completed and any design deficiency 
identified by the testing is corrected. Section 2309 of Title 10, United States 
Code, “Operational test and evaluation of defense acquisition programs,” states 
that a major Defense acquisition program may not proceed beyond low-rate initial 
production until initial operational test and evaluation of the program is 
completed- It further states that a final decision within the Di^artmem of Defense 
to proceed beyond low-rate initial production may not be made until the Director, 
Operational Test and Evaluation has submitted to the Secretary of E>efense the 
Director’s report on the adequacy of the test and evaluation completed and the 
effectiveness and suitability of the program 

Exit Criter ia. At each milestone review, beginning at program initiation, 
the program manager is required to propose exit criteria appropriate to the next ‘ 
phase of the program The mile^one decision authority aj^roves the exit criteria 
The exit criteria selected to track progress in important technical, schedule, and 
management risk areas serve as gates that, when successfully passed, demonstrate 
that the program is on track to achieve its final program goals and should be 
allowed to continue into the next acquisition phase 

Complying with DoD Directive. The KC-767A System ftogram Office has not 
deveJo^d and documented an acquisition strategy tiat serves as a disciplined 
process for acquiring a qualiD' product that satisfies the warfighter needs at a fair 
and reasonable price. Instead, the KC-767A System Program Office^ used 
Section 8 1 59 of the Dqjartment of Defense Appropriations Act for FY 2002 to 


’Program officials stated that although the KC-767A System Program Office reports through flie promam 
executive officer structure, it is technical^ not a program office because it is a pre-major Defense 
acqidsiticm jinogram 
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justify its inappropriate acquisition strategy, the focus and goal of which was to 
expeditiously lease 100 Boeing KC-767A tanker aircraft without adequate 
consideration of best business i^actices, prudent acquisition procedures, and 
compliance with statutory provisions for testing. 

ITje Air Force did not apply prudent acquisition procedures because according to 
Dr. Sambur, Assistant Secretary of the Air Force (Acquisition), Mr. Aldridge, 
Undw Secretary of Defense for Acquisition, Logistics, and Technology, in 
November 2001, told him that the r^uirements of DoD Directive 5000.1 did not 
n^ to be implemented for the Boeing KC-767A tarrker aircraft lease. However, 
neither the Office of the Under Secretary of Defense for Acquisition, Logistics, 
and Technology nor the Office of the Assistant Secretary of the Air Force 
(Acquisition) had documentation showing that the Deputy Secretary of Defense 
had aqrproved the Under Secreta^ of Defense for Acquisition, Logistics, and 
Technology waiving the DoD Directive 5000 I requiremrats for die Boeing 
KC-767A tanker aircraft lease.. In our interview of the Deputy Secretary of 
Defense, he stated that documents you would expect to see or have approved were 
never prepared or staffed with anybody for the leasing decision. As a result, the 
Air Force did not perform many of the required oversight reviews, analyses, and 
acquisition plarming processes normally performed on acquisitions of this 
magnitude. 

Operational Requirements 


Developing an Operational Requirements Document. In late October 2001, 
the Air Force began to develop an operational requirements document for the 
tanker aircraft tailored to Boeing KC-767A tanker aircraft capabilities even 
though it had not performed an analysis of alternatives to determine whether the 
Boeing KC-767A tanker aircraft was the preferred solution to the tanker aircraft 
issue. On July 30, 2002, the Joint Requirement Oversight Council approved the 
operational requirements document, which the Air Force issued on October 22, 
2002 . 

Meeting Requirements. Although the operational requirements document, “Air 
Refueling Aircraft Program,” October 22, 2002, for the tanker aircraft 
incorporated the warfi^ter requirements from fte Mission Needs Statement, 
“Future Air Refueling Aircraft,” November 1, 2001, it did not require that the 
first lOO Boeing KC-767A tanker aircraft acquired meet those requirements. 
Specifically, the Air Force planned to address the requirements Arough 
evolutionary acquisition in Aree spirals. However, for Ac first 100 &eing 
KC-767A tanker aircraft acquired, Ac Air Force only included 6 of Ae 7 kQ* 
performance parameters in Ae operational requirements document and did not 
include Ae key performance parameter for information exchange requirements, 
which was a spiral-one requirement in Ae operational requirements document 
PurAer, Ae Air Force has no ^lans to incorporate 12 of Ae 48 spiral-two and all 
1 7 of Ae spiral-three capabilities into Ae first 1 00 aircraft. By not including Ae 
key p^oimance parameter for information exchange requirements in spiral one, 
Ae Air Force may not achieve Ae objectives of Ae remaining key performance 
parameters because of Aeir dependency on interoperability capabilities 
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Office of the Secretary of Defense Leasing Review Panel 

Establishing the Leasing Review Panel. On Novemba- 1, 2001, Mr. Aldridge, 
Under Secretary of Defense for Acquisiticm, Technology, and Logistics and 
Dr Dov S ZaUieim, Under Secretary of I>efense (Ccmptroller) established the 
. Leasing Review Panel {the Panel), which they co-^aired. The Panel was 
responsible for reviewing all lease proposals costing $250 million or more; 
howevo^, the Panel was subordinate to the Defense Acquisition Board and its 
review activities with die EX^fense Acquisition Dcecutive having decision-maldng 
authority on programmatic and contractual issues related to leasing ^oposals 
offered as alternative to acquisitions of potential major Defimse acquisition 
programs In mstances when leasing proposals were being considered as 
alternatives to potential major Defense acquisiticm programs, the Panel was to 
make recommendations to the Defense At^uisition Executive concerning the 
financial efficacy of the proposed lease. The Panel was established for to 
FY 2003 budget cycle; however, its continuation is subject to approval by the 
Secretary of Defense 

Completing Review and Providing Recommendations. Although required to 
do KJ, fee Office of fee Secretary of Defense Leasing Review Pane) did not 
complete its review or provide recommendations concerning the Boeing 
KC-767A tanker aircraft lease to the Defense Acquisition Board. Accordingly, on 
May 23, 2003, when the Under Secretary of Defense for Acquisition, Teclmology, 
and Logistics signed the memorandum, “Air Force Boeing 767 Tanker Lease 
Decision Memca'andum,” approving the Air Force decision to lease fee 
1 00 Boeing KC-767A tanker aircraft, he did so without the Panel making a 
recommendation concerning the viability of the lease. He thereby circumvented 
the primary objective of Defense acquisition process to acquire quality products 
that satisfy user needs wife measurable improvements to mission capability and 
operational support, in a timely manner, and at a fair and reasonable price. 

Further, Mr. Aldridge stated in his “Air Force Boeing 767 Tanker Lease Decision 
Memorandum” feat, "After a comprehensive and deliberative review by fee 
Leasing Review Panel, the Secret^ of Defense has approved the Air Force’s 
proposal to enter into a multiyear Pilot Propam for leasing general puipose 
Boeing 767 aircraft under fee authority in section 8159 of fee Department of 
Defense Appropriations Act, 2002 ” However, be made fee decision to lease the 
Boeing KC-767A tanker aircraft without the Air Force completing the following: 

• Independent Cost Estimate and Manpower Estimate 

• Acquisition Program Baseline 

» Infixmatbn Support Plan 

• Testing Requirements 

• Exit Criteria 
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Operating Leases 

Senior members of the Administration, Congress, DoD, and the Air Force worked 
together in an effort to use commercial fmancing, an operating lease, to start 
recapitalizing the Air Force aerial tairker fleet with Boeing KC-767A tanker 
aircraft. The put^mse of the operating lease was to preserve budget authority for 
other higher priority items because the Air Force did not have money in the 
budget to purchase tanker aircraft. 

Although senior Air Force offrcials consistently argued that the Boeing KC*767A 
tanker aircrafi lease met the Office of Management and Budget criteria for an 
operating lease, the Office of Management and Budget, the Congressional Budget 
Office, ttre DoD Office of Program Analysis and Evaluation, and other Air Force 
officials had different opinions as to whether the Boeing KC-767A tanker aircraft 
lease should be considered an operating lease. Some of the actions that the 
Air Force took to “make the lease fit” were highly questionable, such as: 

• paying 90 percent of the tanker aircraft’s fair market value over 
6 years for a 25-to 40-year asset, 

• selling the tanker aircraft at fair market value and theri receiving a 
refund for the difference between the fair market value and the 
remaining 10 percent value after 6 years, 

• waiving termination liability for the lease peaking at ove 
and 

• using a multiyear aircraft lease price and a non-multiyear buy price for 
the net present value analysis. 

Congressional budget committees, the Office of Management and Budget, and the 
Congressional Budget Office have historically had concerns with various 
financing schemes involving lease-purchase arrangements because they 
understate the cost of capital acquisitions in the budget. When Government 
officials do not appropriately score lease-purchases in the budget, managers may 
be encouraged to purchase assets that are lower priority and that could not 
otherwise compete in the budget process- 

See Appendix E for the complete discussion of the operating lease for the Boeing 
KC-767A Tanker Program. 

Commercial Item Procurement Strategy - Pricing Issues 



In order to use an operating lease to recapitalize the Air Force KC-135 tanker 
fleet, the Boeing KC-767A tanker aircraft had to be a commercial item. 
Department of Defense Office of the Inspector General Report No E)-2004-064 
states that “contrap' to the Air Force int^retation, the military tanker aircraft is 
not a commercial item as defined in Section 403 of title 41, United States Code 
Further, there is no commercial market to establish reasonable prices by the forces 
of supply and demand .” 
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Throughout the negotiation process, Boeing maintained a hard line commercial 
pricing strategy and provided virtuaJly no transparency into the costs of the basic 
Boeing 767 aircraft, tanker development and modification co^, ^ logistics 
suppcMl costs totaling almost $25 billion for the firet 100 Boeing KC-767A tanker 
aircraft. Boeing also failed to provide any information oa pices at which ftie 
same or similar items (Boeing 767 aircraft) had been sold in the commercial 
market and refiised to accep any type pf cost reimbursable ccsitract for the tanker 
develo]»nent and modification costs. This lack of insight into commercial prices 
for 767 aircraft and cost data to suj^rt development, modificaticm, and contract 
logistics su{^)ort oists plagued the negotiation process md placed the Air Force at 
a disadvantage during Ae negotiation f»‘Ocess. Again, similar to the operating 
lease analysis, senior memba of the OfBce of the Assistant Secretary of the Air 
Fmce (Acquisition) consistently reported that the Air Force was getting a &ir and 
reasonable price for the Boeing KC-767A tanker aircraft; however, the Office of 
Management and Budget, the Institute for Defense Analyses, and Ae Department 
of Defense Office of the Inspector General did not agree. 

Several of the most serious issues identified with obtaining a fair and reasonable 
price include: 

• Improper influence by Ms. Druyun to increase tanker modifications 
prices and the failure by other senior Air Force officials to support the 
Air Force negotiator/cost price analyst on June 1 7, 2002; 

• Incorrect statements made by Senior Air Force officials [originating 

from Ms. Druyun, October 26. 20021 relatine to the discount on the 
“green aircraft” made to , .the Office of 

Management and Budget, and the Office of the Secretary of Defense 
Leasing Review Panel about the Air Force receiving a 7 percent better 
discount than a preferred airline customer; 

• Questionable statements from Boeing on whether the Air Force was 
getting a better or equal deal than a major airline; 

• Continuous “battle of BOE’s [Basis of Estimate) among the White 
House, the Office of Management and Budget, die Office of the 
Secretary of Defense, and the Air Force as a result of the commercial 
pricing strategy 

See Appendix F for the complete discussion of the commercial item procurement 
strate^ and pricing issues associated with the Boeing KC-767A Tanker Program. 


'Removed for reason stated in die initiaJ asterisked footnote. (The reference is aJso on page 202 ) 
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Part II - Who Was Accountable? 


The following are findings and analyses derived fiom interviews widi members of 
Ae Office of the Secretary of Defense and the Department of the Air Force, both 
military and civilian, including the then-Secrelary of the Air Force and the then- 
Assistant Secretary of the Air Force (Acquisition), to gain insight into ^at 
happened and who was accountable during the structuring and negotiating of the 
proposed lease contract for the Boeing KC-767A Tanker Program. See 
Appendix D ftH" a list of tiie members of the Office of the Secretary of Defense 
and the Air Force who were interviewed. 

Using Best Practices and Acquisition Procedures 

Who within DoD and the Air Force was responsible for making decisions not 
to use best practices and acquisition procedures in planning to lease the 
Boeing KC-767A tanker aircraft? 

Issue 

Office of the Secretary of Defense and Air Force acquisition management 
officials did not manage the Boeing KC'767A Tanker Program consistent with 
statute and regulatory requirements Specifically, DoD Instruction 5000 2 
documentation and review requirements that are mandatory at program initiation 
and before a low-rate or full-rate production decision were not enforced. 
Additionally, the Defense Acquisition Executive made the decision on May 23, 
2003, to lease 100 Boeing KC-767A tanker aircraft without review by the 
Defense Acquisition Boe^ or the completion of the review by the O^ce of the 
Secretary of Defense Leasing Review Panel In addition, after the last Leasing 
Review Panel meeting held before the leasing decision, Mr. Wayne Schroeder, 
who represented the Under Secretary of Defense (Comptroller/Chief Financial 
Officer) as co-chair of the Leasing Review Panel, advised the Under Secretary of 
Defense (Comptroller/Chief Financial Officer) in a memorandum that he 
recommended that DoD should not proceed with the lease and that instead DoD 
should procure the tanker aircraft by multiyear procurement. 

Policy 

DoD Directive 5000 1 , “The Defense Acquisition Syst^” May 12, 2003; DoD 
Instruction 50002, “(deration of the Defense Acquisition System,” May 12, 

2003; and Air Force Instruction 63-1 01, “Acquisition System,” May 1 1, 2004, 
establish management principles that are applicable to all DoD, including 
Air Force, acquisition programs Jointly, tiie Under Secretaries of Defense for 
Acquisition, Technology, and Logistics and Comptrollcr/Oiief Financial Officer 
issued a memorandum for the Office of die Seaetary of Defense Leasing Review 
Panel, “Multiyear Leasing of Capital Assets,” November 1, 2001 , that identified 
the role of the Leasing Review Panel in the Defense Acquisition Board review 
process 
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DoD Directive 5000.1. DoD Directive 5000.1 states that the Defense Acquisition 
Executive, who is the Under Secretary of Defense for Acquisition, Technology, 
and Logistics, is responsible for supervising the Defense Acquisition System. It 
fiuther states that fire milestone decision authority for a program has the authority 
to approve entry of an acquisition program into the next phase of the acquisition 
process and is accountable for cosi schedule, and performance reporting to higher 
authority, including Concessional reporting. Also, DoD Directive 5000.1 states 
that program managas will manage programs consistent with statute and 
regulatory requirements. 

DoD Instruction 5000.2. DoD Instruction 5000.2 requires that the Defense 
Acquisition Board advise tire Undw Secretary of Defense for Acquisition, 
Technology, and Logistics on raitical ^uisitkm decisions for major Defaise 
acquisition programs, such as the Boeing KC-767A Tairker Program. In this 
respect, the bisection requites that tire following documentation requirements be 
complied and reviewed by the Defense Acquisition Board at progtam initiation: 

• Initial Capabilities Document 

• Analysis of Alternatives 

• Capability Development Document 

• Affordability Assessment 

• Acquisition Strategy 

• Independent Cost Estimate and Manpowei Estimate 

• Acquisition Ptogram Baseline 

• Information Suppoit Plan 

• Test and Evaluation Master Plan 

• Exit Criteria 

For tire DoD decision to acquire 100 Boeing KC-767A tanker aitciaft (which 
could be considCTcd a low-rate {Milestone C] or fiill-rate production decision^ 
DoD Instruction 5000.2 requires that the following documentation be completed 
and reviewed by the Defense Acquisition Board tefore making those decisions: 

• Capability Production Document 

• Analysis of Altem^ves (updated as necessary) 

• Affordability Assesanent 

• Acquisition Strategy 

• Independent Cost Estimate aird Manpower' Estimate 

• Acquisition Ptogram Baseline (updated as necessary) 

!* Information Support Plan __ . 

• Operational Test Agency Report 

• ExitCriteiia 
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The importance of the required program documentation in the pro^am decision 
making pr ocess was discussed earlier in the Internal Contr ols section of the 
report. 

Memorandum for the Office of the Secretary of Defense Leasing Review 
Panel. The empowering memorandum for the Office of the Seaetary of Defense 
Leasing Review Panel, “Multiyear Leasing of Capital Assets,” states that the role 
of the Leasing Review Panel is to advise and assist the Secretary of Defense in 
evaluating the financial and budget implications of leasing proposals submitted by 
the Military Departments that are projected to cost a total of $250 million or mote 
over the life of the lease. It also stat^ that the Leasing Review Panel is 
subordinate to Defease Acquisition Board activities . m instances when leasing 
proposals ate being considered as alternatives to potential major Defense 
acquisition programs, the Panel will make r ecommendations to the Defense 
Acquisition Executive concerning the financial efficacy of the proposed lease. 

Air Force Insttvctrou 63-101. Air Force Instruction 63-101 states that the 
Assistant Secretary of the Air Force for Acquisition is the senior corporate 
operating official for acquisition, the Air Force Acquisition Executive, who is 
responsible for overseeing Air Force acquisition activities. The Instruction 
further states that the Assistant Secretary of the Air Force for Acquisition makes 
decisions on program issues, directs the program, sets Air Force acquisition 
policy, and is the source selection authority for major Defense acquisition 
programs that are delegated to the Air Force for decision author ity by the Under 
Secretary of Defense for Acquisition, Technology, and Logistics. 

Who Was Accountable? 

Mr. Aldridge. Mr. Edward C.. “Pete” Aldridge, It , Unda Secretary of Defense 
for Acquisition, Technology, and Logistics was accountable for making the 
decision not to comply with statutory and regulatory requirements in DoD 
Instruction 5000.2. Although we were unable to interview Mr. Aldridge, 

Dr. Sambur, Assistant Secretary of the Air Force for Acquisition advised that, in 
November 2001, Mr. Aldridge told him that the requirements of DoD 
Directive 5000 1 did not need to be implemented for the Boeing KC-767A tanker 
aircraft lease. Although this decision was not documented, Mr. Aldridge’s actions 
did not show that he intended for the Air Force to comply with the statutory and 
regulatory requirements in DoD Directive 5000 1 . 

Mr. Wynne. Mr. Michael W. Wynne, Acting Under Secretary of Defense for 
Acquisition, Technology, and Logistics was accountable for tacitly accepting 
Mr. Aldridge’s decision to go forward with the Boeing KC-767A tanker aircraft 
lease by sending a memorandum discussing the decision to an Office of 
Management and Budget official on May 28, 2003 . In the memorandum, 

Mr Wynne ^ted that, “After a comprehensive and deliberative review by the 
Leasing Review Panel, the Seaetary of Defense has approved the Air Force’s 
proposal to enter into a multiyear Pilot Program for leasing general purpose 
Boeing 767 aircraft under the authority in section 8159 of the Department of 
Defense Appr opriations Act of FY 2002.” The memorandum was se^ng 
approval of the proposed lease fiom the Office of Management and Budget At 
that point in time, the Leasing Review Panel had not completed their deliberations 
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or made recommendations to Mr. Aldridge concerning the decision to go forward 
with the lease pr oposal. In addition, Mr . Wynne previously had expressed 
concerns with the Air Force’s negotiated unit price for the Boeing KC-767A 
tanker aircraft lease proposal. 

Dr. Roche. Dr, James G. Roche, Seaetary of the Air Force stated that he was 
responsible fw making the decision in August 2003 to not perform an analysis of 
altenatives as required in DoD Instruction 5000 2. 

Dr. Sambur. Dr. Marvin R. Sambur, Assistant Secretary of the Air Force for 
Acquisition was also accountable for not making die decision to comply with 
statutory and regulatory requirements in DoD Directive 5000.1. Regmdless of 
Mr. Aldridge’s advice. Dr. Sambur was responsible, as the Air Force Acquisition 
Executive, for exercising his fiduciary responsibilities to the DoD and the 
American taxpayer by ensuring that best practices and prudrait acquisition 
procedures were implemented to provide sufficient accountability for the 
expenditure of $23 .5 billion for the Boeing KC-767A tanker aircraft lease. 

Ms. Druynn. Ms. Darleen A. Dr uyun, Principal Deputy Assistant Secretary of 
the Air Fcxce (Acquisition and Management) was also accountable for not making 
the d«:ision to comply with statutory and regulatory requirements in DoD 
Directive 5000 1 Ms. Druyun, in actively directing and overseeing System 
Program Office activities in managing die Boeing KC- 767A tanker aircraft lease 
before her retirement, was accountable for ensuring that best practices and 
prudent acquisition procedures wae implemented. 

Deciding that the Boeing KC-767A Tanker Aircraft Are 
Commercial Items 

Who within the Office of the Secretary of Defense and the Air Force was 
responsible for making the decision that the Boeing KC-767A tanker aircraft 
was a commercial item? 

Issue 

The Air Force contracting officer decided to use a commercial item procurement 
strategy that Ait Force management strongly encoirraged for the sole-source 
Boeing KC-767A Tanker Program. However, contrary to the Air Force 
inteipretadon, the military taiika aircraft is not a commercial item as defined in 
Section 403 of Title 41, United States Code. Further, a commercial market fra the 
Boeing KC-767A tanker aircraft did not exist to establish foe reasonableness of 
prices by forces of supply and datrand. 

By using a commacial item procurement strategy, the Air Force was also 
requited to use a fixed-price type contract whae foe contractor retains all of the 
savings if fee contractor ’s actual costs ate Iowa that the estimates rata than a 
mote ^proptiate mix of cost and fixed-piice incentive type contracts. The 
conmetctal sti ategy also exempted Boeing ft om foe requiranent to submit cost or 
. pricing data, which places foe Govaiiraent at high ride for paying excessive 
jxices and profits and precludes good fiduciay responsibility for I>oD Funds, 
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Without the Air Force gaining insight into Boeing’s actual costs, the Air Force 
will also be at disadvantage in any future tanker procurement negotiations. See 
Depar tment of Defense Office of the Inspector Gener al Report No. D-2004-064, 
“Acquisition of the Boeing KC- 767A Tanker Aircraft,” M^h 29, 2004, for 
fijrther details. 

Policy 

Fafeial Acquisition Regulation Part 2, “Commercial Item Definition,” Part 12, 
“Acquisition of Commercial Items,” and Part 15, “Contracting by Negotiation;” 
Section 403 of title 4 1, United States Code, “Definitions” (Commercial items); 
Under Secretary of Defense for Acquisition, Technology, and Logistics 
memorandum on “Ccanmercial Acquisitions,” January 2001, “the Federal 
Acquisition Str eamlining Act of 1994” or “FAS.^” and Section 2306a of title 10, 
United States Code, “Cost or pricing data; tiuft in negotiation,” provide guidance 
on commer cial items and exceptions to obtaining cost or pricing data. 

The Federal Acquisition Streamlining Act of 1994 and the Federal Acquisition 
Reform Act of 1996 streamline acquisition laws, facilitate the acquisition of 
commercial product^ and eliminate unnecessary statutory impediments to 
efficient and expeditious acquisition. One impact of the Acts was to significantly 
bi oaden the commercial item definition and allow more items to qualify for the 
“corrunercial item” exception to cost or pricing data The Truth in Negotiations 
Act of 1962 allows DoD to obtain cost or pricing data (certified cost information) 
fiom Defense contractors to ensure the integrity of DoD spending for military 
goods and services that are not subject to marketplace pricing. 

In June 1995, the Director, Defense Procur ement provided comments on the 
benefits of the Truth in Negotiations Act, mar ketplace pr icing, and the differences 
between DoD and commercial procurement environments. He stated that; 

The requirraents ot TINA [Truth in Negotiations Act] are necessary to 
ensure nie integtity of DoD spending for military goods and services that 
are not subjed to marketplace pricing When thne is a market that 
establishes prices by the forces of supply and demand, the market 
provides the oversi^t. DoD procures many highly complex military 
systems in the absence of supply/demand situations for these relatively 
low volume, unique military goods. The requirements of TINA address 
legitimate and necessary differences between Dc^ and commercial 
j^curement environments. 

While DoD recognizes the need Tot UNA, it also is moving to increase 
competition and decrease die number of pricing actions that would 
require cost or pricing data. The iinplementation of FASA [Federal 
Ai^ishion Streamlining Act], with its emphasis on encouraging die 
acquisition of commerdal eiid items and increased competitkin, will 
bring the requisite market forces to bear on prices, and thus exempt 
contractors horn the requirement to submit cost or pricing data Absent 
fois emnpetition, the quantitative benefit to the Government of TINA 
compliance far exceeds the cost of Government oversight 

Ovei the last 7 year s, the Depwtnient of Defense Office of Inspectoi Genetal has 
issued a series of lepoite that identified problems DoD contracting officers were 
having making oommeicial item determinations and using catalog prices and price 
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analysis to determine fair and reasonable prices for sole-source commercial and 
noncommercial spare parts. The audits consistently showed that little, if any, 
commercial marketplace identical or “of a type" items existed and that contracting 
officers relied on either catalog prices or price analysis to detennine price 
reasonableness. Based on cost information (cost analysis) that was not made 
available to the contracting officers, the audits showed that commercial and 
noncommercial prices were significantly too high. 

Who Was Accountable? 

Air Force Acquisition Officials. Air Force acquisition officials, including 
Dr. Roche; Dr. Sambur; Ms. Druyun; Major General Paul Essex, Director of 
Global Reach Programs^ffic^^i^ssistant Secretaty of the Air Force 
(Acquisition); Office of the Air Force Director of 

Global Reach Programs, Office of the Assistant Secretary of the Air Force 
(Acquisition) and most senior Air Force officials strongly encouraged the 
contracting officer to use a commercial item procurement strategy for the Boeing 
KC-767A Tanker Program to comply with the requirements for an operating 
lease. If the military tanker aircraft could not be classified as a commercial item, 
the Air Force could not use an operating lease, and the program could not proceed 
as defined in the legislation. 

HHHHHHHHIHiHIIHH. the contracting officer at the 
Aeronautical Systems Center inappropriately determined that the Boeing 
KC-767A military tanker aircraft was a commercial item and inappropriately 
signed the “Commercial Detennination for the KC-767A Aircraft System.” 

HBHHHHHHHHBI’ Force Materiel Command Law Office 
reviewed and approved the contracting officer’s commercial item detennination 
and finding, and stated that: 



Mr. Hughes. Mr. James “Ty” Hughes, Office of the Air Force General Counsel, 
also reviewed and did not take exception to the contracting officer’s commercial 
item determination and finding that the Boeing KC-767A tanker aircraft was a 
commercial item. 
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Deciding that the Boeing KC-767A Tanker Aircraft Met 
Operating Lease Requirements 


Who within the Office of the Secretary of Defense and the Air Force w'as 
responsible for making the decision that the Boeing KC-767A tanker aircraft 
lease proposal met Office of Management and Budget Circular No. A-1 1 
operating lease requirements and Office of Management and Budget 
Circular No. A-94? 

Issue 

The contract lease for 20 Boeing KC-767A tanker aircraft did not meet three of 
the six criteria requirements for an operating lease as described in Office of 
Management and Budget Circular No. A-1 1, “Preparation, Submission, and 
Execution of the Budget (2003).” Meeting the Office of Management and Budget 
criteria for leases is a statutory requirement of Section 8 1 59 of the Department of 
Defense Appropriations Act for FY 2002. Further, Office of Management and 
Budget Circular No. A-1 1 requirements for the use of an operating lease and 
Office of Management and Budget Circular No. A-94 requirements for cost 
benefit analysis (net present value) were not met. In addition, the Air Force long- 
term lease was contrary to the actual intended use of operating leases, which may 
be cost effective when the Government has only a temporary need for the asset. 
Accordingly, the lease for the Boeing KC-767A tanker aircraft was incorrectly 
classified as an operating lease. In addition, the use of an operating lease for 
long-term use is a high-cost way to acquire a capital asset. See Department of 
Defense Office of the Inspector General Report No. D-2004-064 for further 
details. 

On May 22, 2003, Ms. Robin Cleveland, Office of Management and Budget 
notified Boeing that Boeing KC-767A tanker aircraft lease proposal met Office of 
Management and Budget Circular No. A-1 1 operating lease requirements and 
Office of Management and Budget Circular No. A-94 cost-benefit analysis 
requirements “deal done.” The Office of the Secretaiy of Defense Leasing 
Review Panel officials stated that they relied upon Office of Management and 
Budget for making the determination as to whether the Boeing 1CC-767A tanker 
aircraft lease proposal met Office of Management and Budget Circular No. A-! 1 
operating lease requirements. 

On May 23, 2003, Mr. Aldridge signed the “Air Force Boeing 767 Tanker Lease 
Decision Memorandum,” stating that “The Secretary of Defense approved this 
lease proposal contingent upon securing a waiver of the requirement to fund 
termination liability and approval of the Office of Management and Budget.” 

On June 20, 2003, the Director, Program Analysis and Evaluation sent a 
memorandum to the Acting Under Secretaiy of Defense for Acquisition, 
Technology, and Logistics that stated his office’s analysis of Office of 
Management and Budget Circular No. A-94 showed that the provisions of the 
draft Boeing KC-767A tanker lease proposal cost more than the equivalent 
purchase of tanker aircraft by S6.0 billion measured in then-year dollars and 
S5.1 billion if measured in constant FY 2002 dollars. His office’s analysis also 
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showed that the cutrent diaft lease felled to meet the lequirement in Office of 
Management and Budget Citculai No. A-1 1 that the piesent value of the lease 
payments be less than 90 percent of the fell market value at lease inception. 

Policy. Office of Management and Budget Circular Nos. A-1 1, “Pr epar ation, 
Submission, and Execution of the Budget (2003),” and A-94, “Guidelines and 
Discount Rates for Benefit-Cost Analysis of Federal Programs,” provide guidance 
on operating leases. 

To qualify as an operating lease, the Air Force lease for the Boeing KC-767A 
tanker airctaft must meet the sfac criteria, as described in Office of Managranent 
and Budget Circular No. A-1 1 : 

• The asset is a general-purpose asset rather than being for a sj^ial 
purpose of the government and is not built to the unique specification 
of foe governrhent as lessee; 

• Thwe is a private-sector market for the asset; 

• The present value of foe minimum lease payrhents over foe life of the 
lease does not exc<«d 90 percent of foe fair market value of foe asset at 
the beginning of foe lease term; 

• The lease does not contain a bargain-price purchase option; 

• Osvnershipoffoeassetremains with lessor during foe term of foe lease 
and is not h ansfetred to foe government at or shortly after foe end of 
the lease term; and 

• The lease term does not exceed 75 percent of foe estimated economic 
life of foe asset. 

If the lease does not meet all six criteria, the lease should be considered either a 
capital lease or a lease purchase. A lease purchase is a lease where ownership of 
an asset is transferred to the Government at or shortly after the end of foe lease 
term but does not have to include a bargain-price purchase option. A capital lease 
is different fiom an operating lease in foat foe Government consumes most of foe 
useful life of the asset. For either a capital lease or a lease purchase, the Air Force 
would have to have funds budgeted in the Future Years Defense ftogram to pay 
for foe asset lease. Further , to qualify under Office of Management and Budget 
Circular No . A-94, in net present value trams, the cost of the operating lease must 
be less than or equal to the cost to purchase foe airctaft. 

Who Was Accountable? 

Dr. Samfour. Dr Sambur, Assistant Seraetaiy of foe Air Force (Acquisition) was 
acwuntable for decisions made to manipulate the lease terms to ^monstrate the 
satisfactirm of operating lease criteria requirements in Office of Mane^ementand 
Budget Circular No . A-1 1 For example, in February 2003, Dr. Sambur, in 
reference to foe price comparison between leasing or purchasing Boeing 
KC-767A tanker aircraft, directed his staff to remove in foe purchase comparison 
foe use of raultiyeat contracting. He stated on the purchase sirte, DoD would not 
be able to enter a multiyear contract similar to the lease. This direction skewed 
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the Ail Force’s results of the price comparison between purchasing or leasing the 
aircraft and closed the Air Force price differential between the two options. 


Ms.. Druyun. Ms Drtryun, the Principal Deputy Assistant Secretary of the 
Ail Force (Acquisition and Management) was accountable for manipulating the 
Congr essional language on leasing tankers. In December 2001, she notified a 
Representative and congr essional staff that the proposed language of leasing 
tankers was not executable. The leasing langu^e vm not executable because of 
the Congressional Budget Office position on scoring the lease as a capital lease. 
The proposed language required the lease of “green aircraft” (basic Boeing 767 
aircraft) and then modification through a sq>arate appropriation. She 
recommended that the congressional language be mc^ified to describe the lease 
for “commercial aircraft tanker” versus “green” Boeing 767 aircraft because the 
Air Force did not have the money for the modificatb^n^mnl^j^rje^he 
90 percent fair market value rule. Ms. Druyun 
Office of the Ait Force Director of Global Reach Programs, Office of the 
Assistant Secretary of the Ait Force (Acquisition), who controlled the lease 
analysis, report to her and Major General Essex, Director of Global Reach 
Progams, Office of the Assistant Secretary of the Air Force (Acquisition). 

Proposing to Lease Boeing KC-767A Tanker Aircraft 


Who within the Ait Force was responsible for making the decision to propose 
leasing Boeing KC-767A tanker aircraft? 


Issue 

Recapitalization of tanker aircraft was not a budget priority, yet the Ait Force, 
with support fiom certain Senators and Representatives as well as three of the 
four congressional Defense committees, supported the lease of Boeing KC-767A 
tanker aircraft. 

Policy 

Chairman of the Joint Chief of Staffinstruction 3 170.0 ID, “Toint Capabilities 
Integration and Development System,” March 12, 2004, requires that: 

• the lomt Capabilities Integation and Development System analysis 
process document capability gaps, 

• determine the attributes of a capability or combination of capabilities 
that would resolve the gaps, and 

• identify material and or nonmater ral approaches for implementation 
and roughly assess the cost and operational effectiveness of the joint 
force for each of the identified approaches in resolving capabilities 
gaps. 

Befrae progam initiation, the Instruction requires the Military Departments to 
prepare an initial capabilities document to make fte case to establish the need for 
a material approach to resolve a specific capability gap, or set of capability gaps, 
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derived 6om the Joint Capabilities Integration and Development System analysis 
process. The initial capabilities document supports the preparation of an analysis 
of alternatives. 

Who Was Accountable? 

Dr. Roche. Dr Roche, Secretary of the Ail Force made the decision to mate the 
leasing of Boeing KC-767A tanker air craft as one of his vision items. 
Accordingly, he signed and sent a letter that Ms.. Druyon had drafted to a 
Representative indicating the need for “jump-starting a replacement pr ogram for 
the KC-135 tanker aitct^ fleet by leasing. 

Ms. Driiynn. Ms. Dtuyun, the Principal Deputy Assistant Secretary of the 
Air Force (Acquisition and Management) made the decision to promote the 
leasing of tanker aircraft. In Septembor 2001, Ms. Druyunstat^ that tire 
Air Force favored leasing Boeing KC-767A tmiker aircraft rather than purchasing 
because the budget did not contain money for pmchasing Boeing KC-767A tanker 
airmail and a lease deal was fevotable to a certain Senator and Representative.. 
Boeing helped Ms. Druyun with a briefing for the Senator on leasing that 
illustrated the need to waive legal impediments and provide relief under Office of 
Management and Budget Circular No. A- 1 1 critaia requirements. In October 
2001, Ms. Druyun had a letta dr afted for Dr. Rodie’s signature to be sent to a 
Representative indicating the need for “jump-starting” a replacement program for 
fee KC-135 tanka aircr^ fleet by leasing. Ms. Druyun’s actions took place 
before the approval of a mission need statement and (he preparation of an 
operational r^uirements documents (predecessor documents to the initial 
capabilities document) supporting the need to fill a capabilities gap (a validated 
urgent need for replacement tankers) as required in CJhairman of the Joint Chief of 
Stafflnstmction 3170 OID. 

Need to Accelerate the Recapitalization of the KC-13S Tanker 
Aircraft Fleet 

Was there an urgent and compelling need to accelerate the recapitalization of 
the KC-135 tanker fleet? 

Issue 

DoD and Ait Force acquisition ofiScials determined tirat an urgent and compelling 
need existed to accelerate the recapitalize the KC-135 tarker aircraft fleet afte 
l^islation was signed that allowed the lease of up to 1 00 Boeing KC-767A tankar 
aircraft. The Ah Force managers used corrosion problems and higher tiiM 
expected maintenance costs as then reason to accelerate ^ recapitalization 
effort However, independent reviews and other testimony on the KC-135 tanker 
aircraft fleet, such as tire Defense Science Board, did not support the need to 
accelerate the recapitalization of the tanker fleet 
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Policy 

The Fedeial Acquisition Regulation states that acquisition planning should begin 
as soon as the agency need is identified but lequuements personnel should avoid 
issuing requirements on an urgent basis since it generally restr icts competition 
and inaeases prices.. 

DoD Instruction 5000-2 states tirat the pr ogram manager and milestone decision 
authority may tailor the phases and decision points for a program due to risk and 
urgency of need. 

Who was Accountabie? 

Mr. Aldridge. Mr . Aldridge, Under Seaetaiy of Defense for Acquisition, 
Technology, and Logistics was accountable because he signed the “Air Force 
Boeing 767 Tanker Lease Decisicai Memorandum” on May 23, 2003, lire 
memorandum gave the Air Force conditional aj^roval to enter into a multiyear 
lease pilot program for leasing general purpose Boeing 767 aircraft. Mr . Aldridge 
also stated that the combined effects of aging and the surge in demand due to the 
Global War on Terrorism have increased the need to replace the KC-1 35 tanka 
aircraft. Although the lease was mote expensive, Mr Aldridge preferred tire lease 
because it would accelerate the delivery of the first new tanker and minimized the 
financial impact to other on-going pr ograms. 

Mr. Wynne. Mr. Wj^e, Acting Under Secretary of Defense for Acquisition, 
Technology, and Logistics accountable because he issued a memorandum on 
May 28, 2003, which was almost identical to Mr. Aldridge’s “Air Force 
Bociirg 767 Tanker Lease Decision Memorandum,” to notify the Office of 
Management and Budget regarding the Office of Secretary of Defense decision to 
lease tire Boeing KC-767 ta^er aircraft. 

Dr. Roche. Dr' Roche, Secretary of tire Air Force was accountable because he 
disagreed with the Air Force’s plan to begin the recapitalize of the KC-135 tanker 
aircraft beginning in 2013 Dr. Roche wanted to begin recapitalizing the tanker 
fleet sooner because of the opportunity to lease the Boeing KC-767A tanker 
aircraft presented in legislation. Dr. Roche testified numerous times regarding the 
urgency to recapitalize the KC- 1 35 tanker aircraft fleet because of severe 
corrosion problems and the increased maintenance costs. Dr. Rodie stated that 
the previous studies conducted on the KC-135 tankei aircraft fleet were feulfy and 
that the cost to sustain tile KC-135 tanker aircraft fleet was significantly 
increasing and approximately 30 percent for depot maintenance hours wae 
dedicated to fixing corrosion. Dr . Roche stat«J that the Air Force had done a 
comprehensive and deliberate review that both validated the urgent need to start 
modernizing our tankers now and the advantages of leasing; however, tiie 
Air Force was not able to provide any supporting details supporting Dr. Roche’s 
position. Dr. Roche subs^uentiy recognized that an urgent and compelling need 
to expedite tire recapitalization of the KC-135 tankei aircraft fleet did not exist. 

Dr. Sambur. Dr. Sambur, Assistant Secretary of the Air Force (Acquisition) was 
accountable because he was the Air Force acquisition executive and knew that an 
urgent requirranent to recapitalize the KC-135 tanker aircraft fleet did not exist 
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because of coirosjon and maintenance costs growth; however, he supported those 
claims. Dr. Sambur acknowledged to Dr. Roche in October 2002 diat the: =?>* 

Air Force did not have an urgent need to expedite the replacement the KC-1 35 
tankw aircraft and needed a reason to justify the lease of Ae Boeing KC-767A 
tanker aircraft. Eh-. Sambur understood that the Air Force could fix Ae corrosion 
problems identified in the KC-I35 tanker aircraft fleet and Aat dq»t maintenance 
would take between six and nine monAs for each KC-1 35 tanker aircraft. 

Dr. Sambur also implied Aat the Boeing KC-767A tanker aircraft lease was as an 
insurance ^licy fat Ae Department in Ae event Aat Ae KC-135 tanker aircraft 
fleet experience imexpected significant mission Mures. Dr. Sambur stated Aat, 
if Ae Department waiM until corrosion was a lethal problem and airplaies were 
ftdiing out of Ae sky, Aen Ae recapitalization effort would be tt>o late. FurAer, 
he stated Aat Ae Air Force would need 1 0 years to recapitalize, even a 1 00 tanker 
aircraft. Dr Sambur recognized Ae inconsistency in his claim because after 
testifying that Ae Air Force was not seeing the same type of problems in Ae 
KC-135R tanker aircraft models and Ae Air Force pitmned to r«ire some of its 
KC-135E tanker aircraft models even wiAout leasing the Boemg KC-767A tanker 
aircraft as replacements for Ae KC-135E tanker aircraft models. 

General Jumper. General Jumper, Chief or Staff of Ae Air Force was 
accountable for supporting Ae Air Fwce sense of urgency to initiate Ae lease of 
Ae KC-767A tanker aircraft General Jumper believed that the lease was a pilot 
program and would be difficult to execute so Ae Air Force accepted the risk that 
Ae program may not work. From Ae beginning, General JumpCT believed that, if 
Ae Boeing KC-767A tanker aircraft lease did not work, Aen the Air Force would 
resume Ae progam of record to recapitalize Ae KC-135 tanker aircraft fleet 
starting in 2013 

Major General Essex. Major General Essex, Director of Global Reach 
Programs, Office of Ae Assistant Secretary of the Air F csce (Acquisition) was 
accountable for Ae sense of urgency associated with corrosion brcause he 
testified on Ae health of Ae KC-135 tanker aircraft fleet. Major General Essex 
stated that Ae Air Force was in denial early on about Ae KC-135 tanker aircraft 
corrosion problem and that Ae economic service life study portrayed an 
optimistic picture of Ac KC-1 35 tanker aircraft corrosion problem and repair 
costs. Major General Essex staled Aat the Air Force did a Aorough review in 
early 2002 and recalculated all Ae costs associated wiA maintenance of Ae 
KC- 1 35 tanker aircraft fleet. However, the Air Force was unable to provide 
support for Ae recalculated costs . 
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Performing an Analysis of Alternatives on the KC-135 Tanker 
Aircraft Recapitalization 


Wbo within the Department of Defense and the Air Force was r^onsibie for 
making the decision to foiego performing an analysis of aiternatives on the 
KC'135 tanker recapitalization effort? 

Issue 

DoD and Air Force leadership and acquisition officials did not prepare an analysis 
of alternatives before accepting the Boeing KC-767A tanker aircraft as Ae 
materiel solution to recapitalization of Ae aerial refueling tanker fleet. An 
analysis of alternatives was not coiufucted because: 

• Ae language of Ae Section 8 1 5 9 of Ae Department of Defense 
Appropriations Act for F Y 2002 provided a materiel solution to the 
KC-135 tanker aircraft recapitalization effort; 

• conducting an analysis of alterruitives would delay Ae recapitalization 
effort by a year and a half to two more years and wiA Ae opinion of 
Dr Roche, produce the same materiel solution; and 

• an informal analysis could substitute for Ae more formal analysis of 
alternatives 


Policy 

DoD Instruction 5000 2, Chairman of Ae Joint Chiefs of Staff Instruction 
3 170.0 ID, “Joint Capabilities Integration and Development System”, March 12, 
2004, and Air Force Instruction 10-601, “Capabilities Based Requirements 
Development”, July 30, 2004, provide guidance concerning an analysis of 
alternatives. 

DoD Instruction 5000 J DoD Instruction 50002 states Aat an analysis of 
alternatives is required for all major Defense acquisition programs at Milestone A, 
Milestone B, and Milestone C (updated as neccssa^). FurAer, Ae Instruction 
requires the DoD Component to designate responsibility for completion of the 
analysis of alternatives, but it may not be assigned to the program manager. The 
milestone decision auAority for Acquisition Category ID programs is Ae Under 
Secretary of Defense for Acquisition, Technology, and Logistics, 

Chairman of the Joint Chiefs of Staff Instruction 3170.01D. Chairman of Ae 
Joint Chiefs of Staff Instruction 3170 DID requires Aat an analysis of alternatives 
to be conducted for all potential Acquisition Category I programs after Ac 
approval of Ae initial capabilities document to refine Ae initial materiel approach 
recommended for impIemenAtion in the initial capabilities document. Chairman 
of Ae .Joint Chiefs of Staff Instruction 3170 01 D requires Ae Under Secretary of 
Defense for A^uisitiem, Technology, and Logistics to be engaged early to ensure 
Aat Ae analysis plan adequately addresses a sufficient range of materiel 
approaches.. 
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Air Force Instruction 10-601. Air Force Instnjction 1 0-601 requires tha^ in the 
case of a potential Acquisition Category 1 proposal, an analysis of alternatives 
must be conducted in accordance with DoD Instruction 5000..2 

Who Was Accountable 

Mr. Aldridge. Mr. Aldridge, Under Secretary of Defense for At^uisition, 
Technology, and Logistics was accountable for making the decision to n(M to 
comply with the statutory and regulatory requirements in DoD Directive 5000 1 
Althou^ we were unable to interview ^ . Aldridge, Dr, Sambur stated that 
Mr. Al&dge told him that Ae requirements of DoD Directive 5000.1 did not 
need to be Implemented for the Boeing KC-767A tanker aircraft lease. 

Mr. Aldridge made the d^ision to lease Boeing KC'767A tanker aircraft without 
the benefit of an analysis of alternatives when he authored his Leasing Decision 
Memorandum. Mr. Aldridge’s actions showed that he did not intend the 
. Air Force to comply with the statutory and regulatory requirements of the DoD 
Directive 5000. 1 . 

Mr. Wynne. Mr. VJyme, Acting Under Secietaiy of Defense fw Acquisition, 
Technology, and Logistics was also accountable for making the decision to forego 
tile analysis of alternatives. As Acting Under Secretary of Defense for 
Acquisition, Technology, and Logistics, Mr. Wynne had a responsibility of 
ensuring the analysis plan adequately addresses a sufficient range of materiel 
approaches Mr. Wynne upon assuming the position of Acting Under Secretary of 
Defense for Acquisition, Technology, and Logistics continued execution of the 
Boeing KC-767A tanker aircraft lease effort without the benefit of an analysis of 
alternatives. 

Dr. Roche. Dr. Roche, Secretary of the Air Force was accountable for making 
the decision to forego the analysis of alternatives. In August 2003, Dr. Roche 
directed Major General Wayne Hodges, Director of Global Reach, Office of the 
Secretary of the Air Force (Acquisition) to halt the effort by the Office of the 
Assistant Secretary of the Air Force (Acquisition) to conduct the analysis of 
alternatives. As early as November 2002, Dr Roche felt that conducting an 
analysis of alternatives would not be beneficial to the Boeing KC-767A tanker 
airemft lease, as it would inhibit the progress of the leasing deal iviih Boeing In 
addition. Dr. Roche felt that the pilot program designation of the KC-767A tanker 
aircraft lease deal, excused the Air Force fiom following the statutory and 
regulatory provisions in DoD Directive 5000 1 . Moreover, an analysis of 
alternatives was not conducted because the language of Section 8159 had already 
specified the Boeing KC-767A tanker aircraft as the materiel solution. Dr Roche 
felt that an analysis of alternatives became unnecessary because the Air Force was 
only complying with the language of the legislation. 

Dr. Sambur. Dr. Sambur, Assistant Secretary of the Air Force (Acquisition) was 
accountable for supporting the decision to forego the analysis of alternatives , 

Even though Mr. Aldridge told Dr Sambur that tire requirements of DoD 
Directive 5000.1 did not need to be implemented for the Boeing KC-767A tanker 

aircraftjease. Dr. Sambur was responsible, as the Air Force Acquisition 

Executive, for exercising best practices and prudent acquisition procedures to 




ensure the justification and the reasonableness of the $23 5 billion expenditure for 
the Boeing KC-767A tanker aircraft lease 

Major Genera! Essex. Major General Paul Essex, Director of Global Reach 
Programs, Office of the Assistant Secretary of the Air Force (Acquisition) from 
April 2001 to January 2003, was accountable for acc^ing the decision to forego 
the analysis of alternatives. His office was primarily responsible for being die 
link between the acquisition community and the operating command. Major 
General Essex also used the language of Section 8159 as a means of jump starting 
the KC- 135 recapitalization effort without identifying any alternatives to the 
desired capability. 

Major General Hodges. Major General Wayne Hodges, Director of Global 
Re^, Office of the Secretary of the Air Force (Acquisition) was accountable for 
accepting the decision to forego the analysis of alternatives. Because of the 
language in Section 8159, Major General Hodges assumed that an analysis of 
alternatives was not required because the language specifically stated that the 
Air Force was to lease Boeing KC-767A tanker aircraft. 




Part III - What Actions Must Be Taken to 

Prevent a Situation Like the Tanker 
Lease From Happening Again? 

Cultara] Change 

Ifae Office of Management and Budget ciiculais, the Fedeial Acquisition 
Regulation, and the DoD 5000 set ies of guidance establish a system of 
management controls over the acquisition of weapon systems for the Department 
The system, Mren ptqretiy implemented and followed, should place ne^ed 
capabilities in the hands of the warfighter while appropriately mitigating the level 
of risk associated with properly performing the actual functions expected of the 
weapon system. Also, the 5000 series establishes a system of management 
controls to maintain pr oper financial control of the program to protect die interests 
of both the warfighter and the taxpayer when contemplating dinerent weapons 
acquisition strategies to include leasing as a financing option. The system of 
management internal controls were eifter not in place or not effective because the 
existing acquisition procedures were not followed in the proposed lease of the 
Boeing KC-767A tr^ei airtaafl The Department of Defense mrrst change dre 
cultural environment in its acquisition community to ensure that the proper 
control environment is reestablished and followed for major weaporr-system 
acquisitions. 

In addition, as part of the cultural change, the senior leadership of the Department 
must not tolerate situatiorrs where seitior officials use their positions to have 
contactors put pressure on other scnim officials to have them change their stance 
relative to a particular situation.. For example, on Tune 20, 2003, Mr Kennedi J. 
Kri^, Director, Program Analysis and Evaluation issued a memorandum stating 
that pruchase was more cost effective ftan leasing the Boeing KC-767A tanker 
aircr^ and that the lease as propos^^i^o^j^Office of Man^ement and 
Budget requirements. According to^H^^^P^^in an e-maik Dr. Roche 
subsequently requested, in a meetingmmH|ponJune 23, 2003, &at Boeing put 
pressure on Wh,. Wynne to have Mr , Ktieg change his position on the Boeing 
KC-767Atanket aircraft lease 

Regulatory Options 

Even thou^ Department of Defense Instruction 5000 .2, “Operation of dre 
Defetise A^uisition System,” May 12, 2003, requires an analysis of alternatives 
at major milestone decision points for major defense acquisition programs, the 
Office of the Secretary of Defense and the Department of the Air Force did not 
comply with Are requfaement because of guidance from Mr. Aldr idge to 
Dr . Sambur that die requirements of DoD Directive 5000.1 did not need to be 
implemented for the Boeing KC-767A tanker aircraft lease. Therefore, the 
Secretary should reenqihasize the r equirement to conduct an analysis of 




alternatives for all major Defense acquisition programs and major systems before 
major milestone decision points 

Further, the Deputy Secretary of Defense should require the Under Secretary of 
Defense for Acquisition, Technolo^, and Logistics; the Assistant Secretary of 
Defense for Networks and Information Integration; and the Director, Operational 
Test and Evaluation to revise Department of Defense Instruction 5000.2 to specify 
the procedures the Under Secretary of Defense for Acquisition, Technology, and 
logistics; and the Department of Defense Component Acquisition Executives 
must follow when leasing a major Defense acquisition program or a major 
system. Specifically, tire guidance should emphasize t^ leasing is a method for 
financing the acquisition of a pr ogram and tiiat tire program should be treated the 
same as any acquisition program of like cost Further, the guidance should 
require, at a minimum, that tire acquiring Military Department prepare an analysis 
of alternatives for the lease and that tire decision to enter into a contract to lease a 
major Defense acquisition program or a major system must be subject to tire 
results of a Defense Acquisition Boar d or a System Acquisition Review Council 
review, as applicable. 

Assessment Recommendations 

The Secretary of Defense should instruct his staff to monitor implementation of 
the recommendations that the Defense Acquisition University made in its 
September 3, 2004, report in r esponse to t^ing memoi andum, “Lessons Learned 
fiom the Independent Assessments of Proposed 767 Tanker Lease Buy,” that the 
Acting Under Secretary of Defense for Acquisition, Technology, and Logistics 
issued on May 25, 20(M. 

Using the results of reviews of the Boeing KC-767A T anker Progr am by the 
Defoise Science Board, the Industrial College of the Armed Forces, and the 
Department of Defense Office of the Inspector General, the Defense Acquisition 
University concluded that policy for commercial item acquisitions and the leasing 
process needed clarification. Specific recommendations included sevaal 
proposed policy changes in the areas of Acquisition Management and Oversight, 
Commercial Item Policy and Leasing Policy. The Under Secretary of Defense for 
Acquisition, Technology, and Logistics adopted all of the proposed 
recommendations and is in the process of implementation. The most significant 
of the proposed recommendations were that the Under Secretary of Defense for 
Acquisition, Technology, and Logistics: 

• FollowDoDInsttuction50002ovetsight, review, and decision 
processes - Cancel Leasing Review Panel; 

• Change the Federal Acquisition Regulation and the Defense Federal 
Acquisition Regulation Supplement to clarify the authority of the 
contracting officer to obtain all necessary cost information needal to 
determine prices are fair and reasonable in commercial item 
acquisitions; 
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Develop specific guidance for analyzing whether a significant military 
unique modification effects a commercial item determination and for 
determining a fair and reasonable price for the modified item; 

Rewrite the Commercial Item Handbook to incorporate recent changes 
resulting from legislation and best practices; and 

Evolve the Department’s existing body of knowledge for the 
management of major systems to include systems acquired using 
Federal Acquisition Regulation Part 12 
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Appendix A. Related Coverage 


Since January 10, 2002, when 4e Department of Defense Appropriations Act for 
FY 2002, Section 8159 authorized the Air Force to make payments on a multiyear 
pilot program fiw leasing general purpose Boeing 767 aircraft in a commercial 
configuration, the Department of Defense Office of the Inspector General has 
conducted three analyses of the Boeing KC-767A Tanker ft-og^am Those 
analyses were in response to requests by the Chairman, Committee on Commerce, 
Science, and Transportation, U.S. Senate; the Acting Under Secretary of Defense 
for Acquisition, Technology, and Logistics; and the Deputy Secretary of Defense 

Chairman Request. On April 17, 2002, the Chairman, Committee on 
Commerce, Science, and Transportation requested that we assess the Air Force 
decision to select the Boeing 767 rather than the Airbus 330 for its air refoeling 
tankers.. On May 3, 2002, the Department of Defense Inspector General -issued a 
memorandum, stating that the Air Force did not fully accomplish the purpose of 
Federal Acquisition Regulation Subpart 15201, “Exchanges With Indus^ Before 
Receipt of i^posals,” which was to improve the understanding of Government 
requirements and industry capabilities through the exchange of information with 
potential offerors However, because Section 81 59 of the Department of Defense 
Appropriations Act for FY 2002 specified Boeing aircraft, the Air Force stated 
that the normal processes of a request for information were not necessary. 
Consequently, we did not take exertion to the selection of the Boeing 767, 
because it was specified in legislation 

Acting Under Secretary Request. On July 22, 2003, the Acting Under Secretary 
of Defense for Acquisition, Technology, and Logistics requested that we; 

• review the decision process used by the Air Force and the Office of the 
Secretary of Defense to lease the Boeing KC-767A Tanker aircraft, and 

• assess whether DoD interaction with Congress following the “Air Force 
Boeing 767 Tanker Lease Decisiem Memorandum,” May 23, 2003, was 
timely and reasonable . 

On August 29, 2003, we issued Department of Defense Office of the Inspector 
General Report No D-2003-I29, “Assessment of DoD Leasing Actions,” stating 
that, although not required by statute, applying a best business practice of 
weighing the need to conduct a formal analysis of alternatives to achieve the best 
possible system solution could have improved the Air Force Leasing process 
Further, a best business practice would have been to expand the charter of the 
Office of the Secretary of Defense Leasing Review Panel to include the Panel’s 
role in the acquisition process and in the life cycles of the leases. We also 
determined that of the six letters from the Chairman, Committee on Comrherce, 
Science, and Transportatton and the one letter from the Congressional Budget 
Office; five were generally timely and two were not timely . Further, two 
responses could have been improved by a more comprehensive answer to portions 
of the requests However, we did not identify a reason to not proceed with the 
lease of the Boeing KC-767A Tanker aircraft based on the limited scope of our 
review 
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Deputy Secretary of Defense Request. On December 1 , 2003, the Deputy 
Secretmy of Defense requested an audit by the Department of Defense Office of 
the Inspector Graieral, stating that “In light of recent revelations by The Boeing 
Company concerning apparent improprieties by two of the company’s executives, 
please determine whether there is any compelling reason why the Department of 
the Air Force should not proceed widi its Tanker Le^ Pro^am. In particular, 1 
would q>preciate knowing whether any of these revelations affect any of your 
previous analysis of this program, ” 

On March 29, 2004, we issued Department of Defense Office of the Inspector 
General Report No D-2004-064, “Acquisition of the Boeing KC-767A Tanker 
Aircraft,” statmg that the Air Force us^ an inappropriate procurement strategy 
and demonstrate neither best business practices nor prudent acquisition 
procedures to provide sufficient accountability for the expenditure of $23.5 billion 
for the KC-767A tanker program We identified five statutory provisions that 
have not yet been satisfie relating to: commercial items; testing (two statutes); 
cost-plus-a-percentage-of-cost system of contracting; and leases. Therefore, we 
recommended that DoD not proceed widi die program until it resolves the issues 
pertaining to the procurement strategy, acquisition procedures, and statutory 
requirements. 

Based on our findings, we also recommended that the Deputy Secretary consider 
the following options 

1 . After implementation of audit recommendations to resolve contracting and 
acquisition issues, proceed with the sole-source acquisition of the Boeing 
KC-767A Tanker Program fw 100 or fewer aircraft 

2. Initiate a new major Defense acquisition program based on the results of 
an analysis of alternatives for military tanker aircraft. 

3. Implement a mix of Option 1 for some of the tankers and Option 2 for 
subsequent tankers. 

Our audit results showed that, contrary to the Air Force interpretation, the Boeing 
KC-767A Tanker Program did not meet the statutory definition of a commercial 
item No commercial market for diis tanker aircraft existed to establish 
reasonable prices by the forces of supply and demand. Consequently, the 
commercial item procurement strategy did not provide the Air Force with 
sufficient cost or pricing data to make multi-billion dollar decisions for the 
Boeing KC-767A Tanker Program and did not demonstrate the level of 
accountability needed to conclude that the prices negotiated represuit a fair 
expenditure ofDoD funds (Issue A). The Air Force used Sectimi 81 59 of the 
Department of Defense Appropriations Act for FY 2002 to justify its informal 
acquisition strategy with die primary goal to expeditiously lease 100 Boeing 
KC-767A Tanker aircraft to replace its aging KC-I 35E Tanker fleet. In doing so, 
the Air Force did not demonstrate best business practices and prudent acquisition 
procedures in developing this prt^ram and did not comply wi& statutory 
provisions for testing (Issue B) 
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Specific aspects of Issue A were; 

• Commerml Item Procurement Strategy. The Air Force commercial 
item procurement strategy prevented any visibility into Boeing’s costs and 
required the Air Force to use a fixed-price type contract. In a fixed-price 
type contract, the contractor retains all of the savings if the contractor’s 
actual costs are lower than the estimates. Cost or fixed-price mcentive 
type contracts are more appropriate for initial development, modifications, 
and logistics support. The strategy also exempted the sole-source provider 
from fte requirement to submit cost or pricing data. The strategy places 
the Department at hi^ risk for paying excessive prices and profits and 
precludes good fiduciary responsibility for DoD fiinds. 

Using the commercial item procurement strategy. Air Force program officials: 

• Green (Commercial) Aircrafl^^fUmP Waived obtaining cost or 
pricing data without obtaining dat^npn^B^ing commercial sales to 
establish price reasonableness, did not negotiate engine prices directly 
with engine manufacturers (a standard commercial practice), and relied on 
a questionable mix of Boeing 767 commercial aircraft models with a 
discounted Internet price to establish a fixed-price baseline of S7. 9 billion 
for 100 “green aircraft” (basic Boeing 767 aircraft). The commercially 
available data and assumptions that the Air Force program officials relied 
on were not sufficient to support the fixed-nycHjaselinj^yc^Dd could 
cause the price to be overstated fronflHp||||Ptoflm|HPbased on 
an analysis performed by the InstitutelorDmense Anaiysi^naour 
analysis of a higher discounted price appropriate for a significant 
competitive order. 

• DevelopmeDt|HHH|B Relied on data that Boeing provided to the 

Italian military lor the Global Tanker Transport Aircraft (GITA) with 
other assumptions for testing and certification an^herydded profit and 
financing costs to support the Air Force share GfFA 

development. The Air Force negotiating team also used cost estimating 
relationships to other programs, Boeing engineering estimates, and other 
hudae^imo calculate Air Force-specific development costs of 

used were not sufficient to establish a fixed-price 
baseline oi^|^HPfor development of the 100 tanker aircraft. 

• Modiiication^|HmP Used questionable comparisons of 
modifications costs for other programs and Boeing «igineering estimates 
and vendor quotes without determining the reliability of those estimates or 
quotes, an^hemniifid a decrement factor to establish a fixed-price 
baseline oi|HmPfor the modification of 1 00 “green aircraft.” The 
data that Air Force program ofiScials used were not sufficient to establish 
the modification baseline pri^^Hc^puId cause the modification price 
to be overstated by at leastfl|||H|[mbased on an analysis perform^ 
by the Institute for Defense Analyses. The magnitude of the military 
modifications obliges the Air Force to request Congress to provide the 
statutory authority required by Department of Defense Appropriations Act 
for FY 2002 to modify leased general purpose Boeing 767 aircraft 
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• Limitation of Earnings and Termination Clauses. Attempted to limit 
Boeing’s earnings to®peicent by including a limitation of earnings 
clause in the proposMwntiact, The clause was wiitten to exclude any 
Government audit i i^ts and to use Boeing’s independent auditor to 
provide an attestation on profits earned Only the Inspector General has 
the statutory authority to approve the use of non-Fedeial audit services. 
The Defense Contract Audit Agency (DCAA) is the appropriate audit 
entity and is in the best position to provide the requisite audit services 
Further, the clause alior^ Boemg to include questionable items in its 
costs and prevented the Government from any visibility of the costs with 
only a firtm accounting by Boeing’s auditor the last aircraft is 
delrvered in FY 2015. The clause is highly detrimental to the fiduciary 
interests of DoD. The clause also appears to have created a statutorily 
prohibited cost-plus-a-percentage-of-cost system of contracting. Also, the 
ternrination for convenience clause in the proposed contract does not 
provide sufficient controls or audit tights to adequately determine the 
Government’s termination liability and to prevent a possible 
Anti-Deficiency Act violation. 

• Logistics Suppoit|Hmi|Hp Used a mix of pricing data from 

br ochures relating to othw aircraft and esgli^^^s pricing data for 
support equipment costs frrat included a|[^^^^^Benot to justify a 
fixed-price fleet logistics support price oiHmifPfor 12 years The 
data used were not sufficient to support baselm^u^logistics support 
costs. Further, Air Force program officials set a 56 percent “performance 
aircraft availability” fin Boeing to receive 100 percent of die annual 
contract price without benchmarking the availability rates of comparable 
aircraft systems. The 12-year sole-source contract is also prematore 
because the Air Force should first comply with statutory requirements in 
the National Defense Authorization Act for FY 2004; Action 2464 of title 
10, United States Code; and the Strom Thurmond National Defense 
Authorization Act for FY 1999 requiring analyses of the costs and benefits 
of or ganic or conb actor support, cor e logistics, and contr act length 

• Leasep^^l^^B Did not meet three of six ci iter la requirements for an 

operating lease as described in Office of Management and Budget Circular 
No A- 11, “Preparation, Submission, and Execution of the Budget 
(2003).” Meeting the Office of Management and Budget criteria for leases 
is a statutoty requirement of Section 8159 of the Department of Ttefense 
Appropriations Act for FY 2002. l^rth^Jh^fease for 20 tankers will 
increase Air Force costs by at least^^^^^Bmoie than purchasing the 
aircraft , 

Specific aspects of Issue B were: 

• Acquisition Strategy. The Office of the Assistant Secretary of the 
Air Force (Acquisition) did not establish an appropriate acquisition 
strate^ for acquiring tanker aircraft to satisfy warfi^ter needs. Instead, 
the Air For ce used Section 8159 of the Department of Defense 
Appropriations Act for FY 2002 to Justify its informal ^quisition strategy, 
the focus and goal of which was to expeditiously lease 100 Boeing 767A 
Tanker aircraft without regard to best business practices, prudent 
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acquisition proceduies, and compliance with statutoiy provisions for 
testing. Without a disciplined acquisition strategy, the Air Force cannot 
ensure to the warfighter that the delivered KC-767A Tanker aircraft will 
satisfy operational requirements. 

Using the legislation as the informal acquisition strategy'. Air Force officials did 
not 

• System Engineering Requirements. Fully develop system engineering 
requirements to convert the commercial non-developmental aircraft into 
an integrated military configuration. Without fully developing system 
engineaing requirements for aircraft conversion, the Boeing KC-767A 
T^ej aircr aft may not meet the operational requirement for a 40-yeat 
service life as well as command, control, communicaticois, compute^ and 
intelligence (C4I) support plan requirements 

• Operational Requirements Document. Tailor the first spiral or 
increment of the operational requirements document to warfighter 
requir ements in the mission ne^ statement for future air refoeling 
aircraft but instead tailored it to correlate closely with the capabilities of 
the Boeing 767 tanker variant that Boeing was producing for the Italian 
government. As a result, the first 100 KC-767A Tankers will not meet the 
operational requirement for intaoperability and will not meet the mission 
capabilities in the operational requirements document to conduct 
secondary missions, such as cat go/passenger and anomedical evacuation 
missions. 

Statntory Provisions for Testing. Comply with Sections 2366 and 2399 of 
title 10, United States Code for determining the operational effectiveness, 
suitability, and survivability of the Boeing 767A Tanker aircraft before 
proceeding beyond low-rate initial production and committing to the subsequent 
production of all 1 00 Boeing KC-767A Tarrket aircraft. By not complying with 
the statutory provisions, the Boeing KC-767A Tanker aircraft delivered to the 
warfighter may not be operationally effective, suitable, and sutvivable. 
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Appendix C. Chronology of Events. 


The following is a not-all-encompassing chronology of events Aat correlate with 
the Timeline in Appendix B . The chronology of events provides an overview of 
what happened arid who was accountable during the structuring and negotiating of 
the proposed lease contract for the Boeing KC-767A Tanker Program. The 
chronology of events is based on selected e-maits, memorandums, and excerpts 
from interviews that representatives from die Department of Defense Office of the 
Inspector General conducted of senior Office of the Secretary of Defense and 
Air Force officials associated with the Boeing KC-767A Tanker Program 

August 1996, In August 1996, the General Accounting Office (renamed tt» 
Government Accountability Office) issued a report, “Aging Refiicling Aircraft are 
Costly to Maintain and Operate." The report stated that the KC-135 tanker 
aircraft were 30 to 40 years old and as a result were taking progressively more 
time and money to maintain and operate. However, the Air Force did not have 
immediate plans to replace the KC-135 aircraft because the Air Force considered 
the replacement of other aircraft (for example the C-5A and C-17 transport 
aircraft) a higher priority. At about the same time, the Air Force moved the date 
for beginning to replace the KC-135 tanker aircraft fleet from FY 2007 to 
FY 201 3. Further, the General Accounting Office report stated that: 

• In addition to refueling aircraft, the Air Force used the tanker fleet as 
cargo aircraft and suggested that the Air Force study replacing the 
KC-1 35s with dual-role aircraft for both the air refueling and airlift 
missions which might then enable the Air Force to begin recapitalizing the 
tanker fleet earlier than programmed 

• The Boeing Company projected that the KC-l 35 tanker aircraft could fly 
for many years beyond the turn of the century based on the average hours 
flown and a projected use of about 300 hours a year per aircraft. 

However, the report noted that the Boeing projection did not consider the 
effects of corrosion, widespread fatigue damage, and stress ewrosion 
cracking on structural life, whidi could require major structural 
modifications and parts replacement 

• The Air Force extended depot maintenance time and cost growth and ftie 
deferral of some aircraft depot maintenance because actual maintenance 
costs were higher than budgeted amounts. 

• Substantial projected costs were requited to modify the KC-135 aircraft to 
improve reliability, maintainability, and capability, and to sustain the 
aircraft. 

• Although aircraft replacement may be less than one-for-one, estimated 
cost to replace tfie KC-1 35 aircraft would be expensive, Pioliminaiy cost 
estimates ranged from about $100 million to $150 million for each 
replac^ent aircraft and would compete with other acquisition prog^s. 
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• if a limited number of tanker replacement aircraft were acquired annually, 
most of the KC-135 aircraft would operate well past 2020 . 

Subsequently, the Air Force studied tanker requirements and KC-135 economic 
service life and concluded that the KC-135s woe viable until 2040 

June 19^. In June 1999, the Air Force began the “Tanker Requirements Study 
(lRS-05)” and completed it in February 2001 . The Tanker Requirements Study 
determined the number of tanker aircraft and aircrews required to meet air- 
refueling requirements for 2005 and identified signiftcant short&Ils in air 
refueling aircraft needed to support national strategy. 

August 1999. In August 1999, the Air Force began the “KC-135 Economic 
Service Life Study” and released it on February 9, 2001. The purpose of the 
Study was to provide the best possible information for senior leadership to make 
an informed decision on retirement or modernization of the KC- 1 35 fleet The 
Study did not make a specific recommendation on the retirement date, but 
provided the necessary source information to ensure a robust air refueling 
capability for the then next 40 years and beyond The results of the KC-135 
Economic Service Life Study and the Tanker Requirements Study (TRS-05) were 
to be the cornerstone of Air Mobility Command’s Analysis of Alternatives for air 
refoeling that was scheduled to begin in June 2001 . 

The KC-135 Economic Service Life Study focused on the cost of sustaining the 
KC-135 fleet through the year 2040 and related aircraft availability issues. The 
Study reflected forecast modification and operations and support costs without 
considering current and future budget constraints. The most likely aircraft 
availability projections were based on the assumption that suggested structural 
improvements and modifications were folly funded Aircraft available would 
most likely improve from 292 aircraft in 2001 to a high of 342 aircraft in 2006 
and then decrease to 290 aircraft in 2040 

The Study stated that depot level airframe and engine maintenance were the 
primary cost drivers to sustain the KC-135 fleet throu^ 2040 and the airframe 
structural integrity of the KC- 1 35 fleet remained strong- The Study estimated that 
the costs to maintain the aircraft structural integrity would increase from 
$321 .0 million in 2001 to $1 .1 billion annually in 2040. Further, the Study stated 
that aging-related structural repairs because of corrosion would continue to 
increase at a manageable rate. Repairs due to fatigue were insignificant and 
expected to remain so. In addition to routine depot repairs, fuel taiA topcoat 
removal, the cost of overhauling the KC-135D/E model engine struts, plus 
three other notional major fleet wide rqjair programs had been identified and 
included. The Study stated that future engine costs would likely increase at a 
growth rate similar to their respective commercial equivalent engines. 

October 2000. Air Force began preparing “Mission Need Statement (MNS) for 
the Future Air Refoeling Aircraft AMC fAir Mobility Command] 004-01. ” 

February 2001. During the first half of CY 2001 , Program Analysts and 
Evaluation studied leasing verses buying capital assets and concluded that leasing 
was more expensive than purchasing capital assets Also during the first half of 
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CY 2001, RAND Project Air Force,* investigated tiie optimal toe to replace 
some Air Force systems, including the KC- 1 35 tanker aircraft fleet and provided 
the Air Ftace their results as briefings. In October 2003, as a result of its studies, 
the RAND Corporation issued a report “Common Replacement Asset (CRA) 
Study Results Briefing, DB-419-AF.” ^ 




May 2001. On May 7, NfrJ^Hmi^^n|jdg^Jr., Chairman, Defense Science 
Board, at the suggestion Chairman, National Economic 

Council met widi finance specialists at Citicorp (New York) to brief Citicorp on 
DoD interest in applying commercial financing techniques to selected DoD assets, 
including a replacement aerial tanker for the existing fleet of 500 KC-r35 tanker ' 
aircraft, and to obtain Citicorp views on statutory and regulatory obstacles tot 
prevent the use of commercial lease finance teclmiques to permit DoD to ftnance 
capita] asset acquisitions and the sale-leaseback of DoD real property . 
Subsequently, the Secretary of Defense asked Dr. Dov Zakbeim, Under Secretary 
of Defense (Comptroller) on May 1 1, 2001, to initiate a process to get commercial 
finmeing tedmiques moving and to coordinate with to rqrpropriate people, 
including the DoD Office of General Counsel 


^>rojeet Air Force (PAF), a division of RAND, is the US Air Force's federally funded research and 
development center for studies and analyses Project Air Force provides the Air Force with indepradent 
analyses of policy alternatives affecting the develt^ent, employment, cranbat readiness, and supp(»t of 
current and future aero^ace forces 

’The study is subject to a restricted distribution, not for public release 
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June 2001. On June 28, Brigadier Genera! Daniel P. Leaf, Chairman, Air Force 
Requirements Oversight Council issued a memorandum, “Future Air Refuelmg 
Aircraft; AMC 004-01 (ACATl),” in which he stated that the Air Force 
Requirements Oversight Council had reviewed the “Mission Need Statement 
AMC 004-017 for AMC Future Air Refueling Aircraft” and concurred 
with the document as written. Further, the Chairman stated that the mission need 
had been defined through the Tanker Requirements Study - OS and an Economic 
Service Life Study. 

End of June 2001. An acquisition decision memorandum was signed for 
Milestone A, approval to enter technology development phase, drat authorized the 
analysis of altaiiatives. 


September 2001. Events of September 11, 2001, accelaated Air Force efforts to 
begin recapitalization of the aging KC-1 35 fleet 



^25, Boeing (Messrs 

net with Ms Darleen A Druyun, PrincipaTDeputy Assistant 
Secretary of the Air Force (Acquisition and Maimgement) to discuss the revised 
Boeing KC-767A tanker aircraft proposal. Discussions involved the leasing of 
tanker aircraft, building 1 8 to 20 tanker aircraft per year, a 10-year lease, 
replacing 136 KC-135E models with 100 Boeing KC-767A aircraft, and working 
with Cpi^iy^^mli^ a Senator and a Representative. As a result of the 
meeting,^m|H|Pat Boeing was taskra to ^ydoi^ffiefs on die tanker 
aircraft leaseconc^tby Septemb^ 26, 2001, for^^^^Hfand Ms. Druyun to 
take to Capital Hill 



October 2001. On October 7, Ms. Druyun prepared a draft letter to a 
Representative concerning the “jump-starting” of a replacement program for the 
KC-135 tanker fleet. She forwarded the draft to Major General Essex, Director of 
Global Reach Programs, OfEcc of the Assistant Secretary of the Air Force 
(Acquisition). On October 9, 2001, per the direction of Major General Essex, the 
draft was forwarded to the office of the Secretary of the Air Force On 
October 9, 2001, Dr. James G. Roche, Secretary of tiie Air Force sent a letter to a 
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Representative, which was basically the same as the draft prepared by 
Ms Dniyim. In the letter, flie Secretary stated: 

Dear pt^resentttive]: 

1 qipreciate your interest in jump-starting the replacement 
pn^ram for oar venerable KC-JSS tanker fleet Th^ critical aircraft, 
which are die backbone of our nation’s Global Readi curability, have an 
average age of over 41 years and are becoming more and more expensive 
to maintain One to the effects of age, these mrcraft are qiending over 
300 days on average in depot maintenance, which affects our ability to 
respond to die many global demands on our force. 

I strongly endorse b^inning to upgrade diu cridcat warfi^ting 
capability with new Boeing 767 aircraft. If Congress provides the 
n^ed ^porting language, we could initiate this program through an 
operating lease with an (^on to purchase the aircraft in die future This 
leasing approach will allow mme rapid retirement and replacem«it of the 
KC-lSSEs However, if the Congress delermines this ^|»oach is not 
advisable, completing the upgrade dirough the purchase of new 767 
airframes beginning in FY 02 will be in the best interest of the Air Force. 
To implement this transition, we intend to work with the USD(AT&L) 
and the OSD {Office of the Secretary of Defense] Comptroller to amend 
the FY03 but^et currendy being vetted through the Depaitmem. 

From the warfighter’s perspective, diis initiative could provide 
the opportunity to expand our tawer vision frrom air refueling and limited 
airlift to inclu^ other key mission areas We intend to consider elements 
of command and cmilrol, as well as intelligence, surveillance, and 
reconnaissance (ISR) for the KC-X-in other words, a smart tanker. This 
initiative will further enhance our efforts to expedite development and 
fielding of a Joint Stars Radar Technology Improvement Frogram on a 
767 multi-mission command and control aircraft platfona which we are 
hopeful the Congress will also expedite in the FY02 Appropriations Act. 

I very much appreciate your support in the FY02 Appropriations 
Act as we work to upgrade our overburdened tanker and ISR fleets 
Your interest and support are crucial as we move forward with this 
critical reciyiitalization effort . 






On October IS, 200],||||H^mHHimat Boeing helped the Air Force 
r^nai^yiri^epislaSOT^emOTanduii^onceming the tankers According to 
■HHHHUHimBoeing r^resentatives met with Ms. Druyun on 
OmoberTb, 2001, to discuss revised language in the draft legislation 
Ms I^tiyun instructed Major General Essex to only send the draft legislation to a 
congressional staffer.. 

On October 17, 2001, the Joint Requirements Oversight Council approved the 
“Mission Need Statement (MNS) for Future Air Refueling Aircraft 
AMC 004-01 In a memorandum, “Future Air Refueling Aircraft Mission Need 
Statement (MNS),” to the Under Secretary of Defense for Acquisition, 
Technology, and Logistics, General Peter Pace, Vice Chairman of the Joint Chief 
of Staff stated that: 

The Joint Requirements Oversight Council (JROC) validated and 
approved the Future Air Refiieling Aircraft MNS [Mission Need 
Statement] and has assigned a Joint Potential Designator of 'Joint 
Interest’ to the program The JROC designates die Air Force and Air 
Mobility Command as the lead component and command for this 
program In addition, ..the JROC directs [that] the program return to brief 
the results of the Air Force’s Tanker Support Requirements Study 200S 
and Economic Service L ife Study upon their approval, and the Future Air 
Refueling Aircraft Analysis of Alternatives upon its completion 

October 30, 2001, the Air Force formed a “High Power Team” in Washington, 

DC to prepare a draft operational requirements document. The team included Air 
Mobility Command, Air Logistics Center, and Aeronautical Systems Center 
experts. However, before preparing the t^erational requirements document, the 
Air Force did not conduct an analysis of alternatives to make an analytical 
comparison of the operational effectiveness, suitability, and life-cycle costs of 
alternatives to determine the optimum solution to satisfy the capability needs in 
the Mission Need Statement as required by the then current version of the 
Chairman of the Joint Chiefe of Slafflnstruction 3170.01B, “Requirements 
Generation System,” April 15, 2001 . 
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November 2001. On November I, Mr. Aldridge, Under Secretary of Defense for 
Acquisition, Technology, and Logistics, and Dr. Zakheim, Undersecretary of 
Defense (Comptroller) issued a memorandum, “Multiyear Leasing of Capita! 
Assets," to the Secretaries of the Military Departments; the Commander in Chief, 
Special Opa-ations Command; and the Directors of the Defense Agencies In the 
memorandum, the Undo- Secretaries stated that “Leasing has several potential 
benefits to fte Department and provides greater flexibility in dealing with 
changing requirwnents. The D^artment needs to use multiyear leases as a means 
of acquiring capital assets where h makes good business sense.” Further, the 
Under Secretaries stated that they were jointly establishing a Leasing Review 
Panel and requested that the adti^ssees identify candidate pro^ams for 
acquisiticm by m^ns of multiyear leases. The Under Secretaries also ^ted that 
the Panel would review all lease ^u-c^sals projected to cost a total of 
$250 million or more over the life of flic lease. After review of the proposals, the 
Panel would make recommendations to the Defense Acquisition Board or the 
DoDChiefInfonnation Officer- 

On November 1, 2001, General Charles T Robertson, Junior, Commander, 

Ail Mobility Command signed the “Mission Need Statement (MNS) for Future 
Air Refueling Aircraft AMC 004-01.” The Mission Need Statement stated in part 
that: 

Genera) Capabilities. The air refueling aircraft should have sufTicient 
range and offload capability to support both inter- and intra-dieater 
missions, be able to refuel the full range of receiver aircraft within a safe 
tolerating envelope, and be capable of carrying and off- loading a fuel 
type other than the primary fimi used by the new aircraft. The aircraft 
^ould be capable of refueling receptacle and probe-equipped receiver 
aircraft on the same mission, as well as remeting multiple aircraft 
simultaneously. The potential to maximize fuel offlioad rates within 
receiver qn-load capabilities is required AFDD 2-6.2. Air Refueling 
Dxtrine, indicates a need for the air refueling aircraft to also be capable 
of on-loading fuel as a receiver from oftter air refueling aircraft 
Additionally, the aircraft must have the capability to rapidly progress 
from a ground non-start condition to airborne condition in orier to meet 
short-notice alert launch timim ^uirements The air refueling aircraft 
should have increased fuel efflcieijcy and be self sufficient, capable of 
deploying with its own support equipment and personnel. Using forward 
area refueling point (F ARP) procedures, aircraft should be able to offload 
fuel on the ground to other aircraft or bladders at a forward location The 
aircraft should also be c^ble of airlifting passengers and cargo while 
supporting/perfoimim air refiietir^ operations . Future fiscal constraints 
demand the most effleient use of air refueling assets and dictate that 
tomorrow’s air refueling aircraft (vovide a mtwt flexible, multi- mission 
service An integral, multi-mission capability requiremeirt exsts to 
augment secondtuy ccanbat mission sujqiort heeds sudt as canying bulk 
cargo, transporting troops, and suj^^ing emergency aeromedical 
evacuation. Effective use of excess capacity within the aircraft during 
forward deployment and redeployment can r^uce the use of other airlift 
ass^. To maximize/optimize global commitments, the ftiture taitker 
lequires instantaneous, survivable, communications and a worldwide 
navigatimi capabiliQr. 

Risk/Sbortfalis Continued successful mission accomplishment of this 
crudal air refueling remonsibility is at risk due to increasing demands 
and decreasing availability as a result of aircraft aging. This risk is 
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outlined in the Tanker Requirements Study 2005 {IRS-05) and the 
KC-135 Economic Service Lift (ESL) Study. 

ESL Study. Historically, availability has been decreasing due to 
m^tenance and modification requirements of die aging fleet . The ESL 
Study indicates that the cost of continuing to optntt the existing iur 
refiieiing force is escalating The average age of the KC-135 airoaft is 41 
years Corrosion, major structural repairs, and an increase in inspections 
are major drivers in increased cost and time roent in depot, which is 
leading to a deaease in operational aircraft availabili^. For example, an 
unsch^ied aircraft inspection involvi^ the stabtliaer trim system 
recently resulted in a snort-term, but significant, decrease in aircraft 
mission capable rates. Odier age-related concerns are the increasing costs 
for en^e overhauls and strut repairs, especially for the KC-13SE model . 

There is also concern for anti-corTosion ‘hopcoal” fMing from inside 
wing fuel tanks. Another issue of significance with the aging KC-135 
aircraft is die decreasing availability of spare and r^Iacement part 
sixtiers. The existing K&IO fleet is much younger, but the first aircraft 
Will pass die 20-year milestone in 2001 As the KC-10 fleet continues to 
age, maeases in maintenance and modification costs, with a decrease in 
availability can be expected. 

Timing and Priority Air Mobility Strategic Plan 2000 outlines timing 
and priority for the air refiieiing mission area. Initially, to meet the 
current airlift shortfall as identified in die Mobility Remiirements Study 
2005, Air Mobility Command's priority is to contWe with C-17 
acquisition and C-5 modernization in the near-term. As the airlift 
priority is met, AMC [Air Mobility Command] will begin to shift 
resources to adless the next air refueling platfoim in the mid-to-Iong- 
term Ait Mobili^ Strategic Plan 2000 envisions KC-135 aircraft 
retirement beginning in 2013 with die concurrent fielding of a 
r^lacement air refueling platform However, since TRS-05 shows an air 
refueling shortfall now, definition of future air refueling mission needs 
and examination of opportunities for technology enhancement must 
begin in the near-term 

Potential Materiel Alternatives There are several potential materiel 
alternatives. Currently, there is a commercially contracted effort to 
provide probe/drogue air refiieiing Additionally, several allied nations 
are planning to purchase/lease modified commercial derivatives. At this 
time, there are no Commcrcial-Ofr-the-Sbelf (COTS), or 
Govemraeat-Off-tbe-Staelf (COT^ materiel alteniatives readily 
available to meet the future air refueling mission need. [Emphasis 
added] However, there are several commercial concepts to modify 
commercial and milhaty aircraft for an air refueling role These concepts 
will be evaluated during the future air refueling Analysis of AKematives 
(AoA). A service life extension program (SLEP) and new development 
effcMl using iimovative concepts will also be evaluated during the AoA 
Additionally, consideration will be given for the potential of an inter- 
command/service common replacement aircraft. Of primary concern 
affecting the designs and selection of an air refueling capability is its 
ability to reliably carry sufficient fuel for off-load to US military and 
ailied/coalition air forces 

Qn November 7, 200 ] Air Force Aeronautical Systems 

Center, provides a draft ot thycc^^m^gtiMTantequirements Document, 

dated November 5, 2001, Military Aircraft, 

Derivative Airplane Ingrams. 

On November 8, 2001, Dr. Marvin R- Sambur becomes the Assistant Secretary of 

the Air Force (Acquisition). In an interview with representatives of the 
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Dcfiartnient of Defense OfTice of the Inspector General, Dr Sambur stated that, 
whbn he first assumed his new position as the Assistant Secretary of the Air Force 
(Acquisition), he spoke to Mr Aldridge, Under Secretary of Defense for 
A^uisition, Technology, and Logistics, about the KC-767 tanker aircraft lease 
initiative and die DoD 5000 series of directives (the Defense Acquisition System). 
Dr Sambur ^ted that Mr. Aldridge said, “well, this [the KC-767 tanker aircraft 
lease initiative] is obviously not a 5000 series initiative and we will convene a 
^cial OSD [Office of the Secretay of Defense] leasing panel that he would 
^are with Dov Zakheim, who vws OSDC [Under Secreuuy of Defense 
(Comptrollw)].” Further, Dr Sambur stated diat “And at Ae end of nearly a year 
period of time in which we looked at almost every aspect of ftis [Ae KC-767 
taiAer lease initiative], Ae Under Secretary, Pete Aldridge, not Ae Air Force, 
made Ae decision to go forward, Aat Ais was someAmg that he Aought was 
appn^ate. It was blessed by Etov Zakheim and blessed by OMB [Office of 
Management and Budget] ” 
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On December 5, 2001, Ms. Druyun sent ah e-mail to Dr Roche; General lohn P 
Jumper, Air Force Chief of Staff; General Robert H. Foglesong, Air Force Vice 
Chief of Staff; and Dr. Sarobur with a cc: to Mr. Willard H. Mitchell, Deputy 
Under Secret^ of the Air Force (International Affairs).: In the e-mail, 

Ms. Druyun stated that; 

[A Rqiresentative] and [congressional stafQ faxed me the new language 
on leasing last night that will go to conference. They have fixed some of 
the issues but as written it is still not executable. [The Rqjresentative} 
called me again fins AM to get my sense of its executabiii^ and this is 
' what I said to him: 

-die language requires the AF [Air Force] [to] lease green 7d7 aircraft but 
prowre thru separate Auth/Approp [Autborizatit^ApproDnalion] the 
rood to m^e it a tanker. This means the aircraft cost is^Bwhich I 
then do my firir market value 90H assessment. Fm a ten year lease I bust 
the 90% figure...its approx 116% under OMB [Office of Management 
and Bu^etJ Cucular A-1 1. 

-1 asked if they could describe the lease for a “commercial- airtiraft 
ttnkcr” vs [versus] greoi 767 afe [aircraft] My reasoning for this is that 1 
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btiieve Boeing can maicet a conunracial 767 tanker which hopefully can 
include a boom and c<Mnm [communications] equipment for US and FMS 
[Foreign Military Sales] sale^ttis would not require the USAF (U S, 
Air Force] to come up tvitb||||9a copy for each ale [aircrafl] which 1 
told him would probably be nnpossiUe to do widi our cuiroit top line 
Writing a lease for a commercial tanker largely solves this problem Also 
it value 1 would do an 0MB Circular A-l I calculation on close 

toB|||Band if I do it on two S year leases I bdieve I can come within 
the 90% rule since each is a stand along calculation SAF/IA [Air Force 
Dqsuty Under Secretary (International Affairs}} is looking at whether 
Boeing can have as a description in their commercial tanker some 
variation or options such as radios and have two comtnercial tanker 
offerings: US and FMS and non FMS subject to ITAR [international 
Traffic in Arms Regulations] . I should bear back on that later today. 

•[A Representative] asked that I call [a congresskmal staffer] and discuss 
the changes that I would warn to see happen in Conference I am 
awaiting his call sometime today. [The R^resentative] and [the 
congressional staffer] told me that the prohibition to eventually buying 
these aircrafl would be changed in the nerd couple of years A|q>arently 
they have some backroom agreement on this The lease would then 
allowed to be scored annually per discussions they have had with CBO 
[Congressional Budget Office] and 0MB if 1 can meet the A-l 1 
requirements 

I will keep you posted, Boeing by next week can have a commercial 
tanker ready for marketing with a boom if I get a green light from lA 
(Air Force Deputy Under Secretary (intentational Affairs)] on my 
questions 


Oh Decembei 5, 2001, in response to Ms. Druyun’s December 5, 2001, e-maii, 

Dr Sarobur sent an e-mail to Dr. Roche, Ms. Druyun, General Jumper, and 
Geneial Foglesong with a cc: to Mi. Willard H. Mitchell, Deputy Under Secretary 
of the Air Force (International Affairs) in which he stated that, “Since this email, 
Darleen [Druyun] has done an excellent job on the Hill to modify the language so 
that it [is] approaching the doable range.” 



On Ctecerober 12, 2001, an Office of Management and Budget official sent a letter 
to a Represratative in which he stated that “ThanJc you for your letter to [a White 
House official] requesting that the Administration’s economic stimulus paclage 
include funding for the purchase or lease of Boeing 767 aircraft as the Air Force’s 
next generation tanker. [The White House official] has asked me to respond on 
his behalf.” Further, the Office of Management and Budget official discussed a 
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Representative’s concern about the economic well-being of the Boeing Company 
and stated that: ■ 

In your letter you ask that the eccmomic stimulus package include money 
tot die lease or purchase of new B-767 airci^ as tankers for the 
Air Force. We have grave reservations a^ut leasing these aircraft Our 
analysis shows that over the long-term a lease-purchase (sogram would 
be mucdi more exp^ve than direct purchase of the same aircraft. With 
regard to the possibility of procuring the aircraft, we have now begun the 
prograiiunatic «id budget reviews necessary for the |»eparation for the 
FY 2003 Budget submission. In diis process prograrm are evaluated in 
terms of their cost and potential military benelit Please be assured diat 
we will consider your request careftilly as we prepare the FY 2003 - 
Budget request 

On December 12, 2001,(|HH|[H|PiPmPoffice of the Air Force Director 
of Global Reach Programs, Office of the Assistant Secretary of the Air Force 
(Acquisition) sent an e-mail to Dr. Swnbur, Ms. Druyun; Lieutenant 
General Stephen Plummer, Air Force Principal Deputy (Acquisition); and Major 
General Essex, Director of Global Reach Programs, Offic^frii^jji|tjn^^ 
Secretary of the Air Force (Acquisition) with a cc; 

Chief. Mobilit^ivijjo^ffi«ofjh^i^|rj^irector o/ fllolial Reacli 

Director of GlobaTReau^rogram^^n^^alLiHHMHlI^^^^^'^ 



'Removed for reason stated in the initial asterisked footnote 
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On December 17, 2001, under Dr. Sambur’s e-mail account. Major General Essex 
appears to have sent an e-mail to Dr. Sambur, Ms. Dniyun; Lieutenant 
General StejAen Plummet , Air Force Principal Deputy (Acquisition): 


Mr. Blaise J. Durante, Air 
and Piogram Integration);! 
Director of Global Read 
Air Force (Acquisition);! 
Air Force Director of Gli 


^Secretary (Management Policy 
Office of the Air Force 
cretaiy ofthe 


ReacrTr< 



eacn Programs;! 

f the Air Force Director of Global Reach Programs;! 

Chief, Mobility Division, Office ofthe Air Force Director of 
ograms; and himself. The e-mail stated that: 


Dr Sambur 

Summary of actions taken: 


Mrs Druyun, Boeing, and Air Staff reps met end of last week to develop 
and examine set of options which meet the requirements for an operating 
lease. Over weekend further refined these options and began building 
briefing which lays out an Integrated Master Schedule combining all 
Boeing and Government actions required to obtain congressional 
approval and initiate the program. We will brief this to Mrs Druyun 
Wednesday at 0700, along with the matrix of options which meet the 
operating lease gates The variables in the matrix are: purchase price, 
lease term, interest rate, residua! value, and lease payment . .Alt the 
options presented will meet the 0MB [Office of Management and 
Budget] gates 

I recommmd that we brief Dr. Roche on Wednesday after this meeting, 
at which time we can also show him what he just asked for., how we got 
the old numbers and what are ‘the real numhm ’ 1 think it is important 
to remember that the old numbers were generated on a ‘pilot program* 
which was really a capital lease by another name That is off the table < 
and we need to distance otrrselves from them if we can 


Mrs Druyun and Geh [Generali Plummer, 

This is what I sent to Df. Sambur, at his request. He is going to call or 
e-mail SECAf [Secretary of the Air Force] about 767 numbers problem. 
As you can s«, I am recommending we try to get SECAF to wait til[!] 
Wednesday to discuss the lease numbers. The previmis lease numbers 
were for a pilot p-ogram which is completely different from what we’re 
woiking toward now. 
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On December 18, 2001, Mr Jaymie Duinan, The Special Assistant to the 
Secretary and the Deputy Secretary of Defense sent an e-mail to Dr. Roche with a 
cc; to Mr. Aldridge; Brigadier Genej|^|lisf^|jjiojyMi!itjn' Assistant to the 
Deputy Secretary of Defense; In the e-mail, 

Mr. Dunian stated that: 


Jim, 

DSD {Deputy Secretaiy of Defense] asks thu you provide him with a 
fcrieiing paper on the 767 leasing issues. He would like die paper to 
include how die decision was ina&, why die decision was made to tease 
versus buy, the costs involved, die sccuing issues involved, the 
advantages and disadvantages of leasing versus buying: were diere 
ahemadves to the 767 and v%at wm they, and oth«' relevant issues you 
deem apinopriate. It would be helpful to ^ve him a scorecard of why [a 
Senator], et al . are so opposed to it. 

He asks if you can provide die paper by cob [close-of-hisiness] today 
aiid, if necessary, would like to schedule a meeting with Pete [Aldridge] 
Dov [Zakbeim] and you tomorrow to discuss the issue 


January 2002. On January 8, Brigadier General (Select) led F Bowlds, 
Program Executive Officer for Strategic Programs, Office of the Assistant 
Secretary of the Air Force (Acquisition) sent an e-mail to Dr Sambur, 


MsDniyun, 
General £: 
Programs;! 
stated that; 



fn Plummer wiA a cc; to Major 
rce Strategic 
‘ In the e-maii, be 


Sirs and Mrs Druyun; 

A foliow-up to our discussion at the staff meeting this morning The top- 
talent in AQQ [Office of the Director of Global Reach Programs] is way 
ahead of me and have a draft version of the ORD [operation^ 
requirements document] in band There has been some preliminaiy work 
done on the effort required to go from the ‘commercial’ version of the 
tanker to the requirements in the ORD O'm calling this a Delta 
Document for now) Ibis may be somewhat biased since it’s a Boeing 
only look at this point. [Emphasis added ] 

It seems the logical next step based on our discussion is once the initial 
SPO [system program office] cadre is idendfted, to have them complete 
die enon on mis Delta Document and eliminate any biases Initial fact 
finding Iry another name 

My suggestion would be to have diis cadre plus r^resentatives from 
AMC [Air Mobility Command] come here to DC [District of Columbia] 
and woric directly with Boeing to develop this docummt. Once Gen 
[General] Lyles [Commander, Air Force Materiel Command] identifies 
• Ae people and the ORD is formally inside the beltway, this effort can 
start. 

I talked with AMC, the ORD started it's two-letter coordination today 

On Janu^ 10, 2002, in Section 8159 of the Depailment of Itefense 
Appropriations Act for FY 2002, Congress authorized the Air Force to make 
payments on a multiyear pilot program for leasing not more than 100 general 
purpose Boeing 767 aircraft for not more than 10 years per aircraft, inclusive of 
any options to renew or extend the initial lease tenn, and for not more Aan 
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90 percent of the fair market value of the aircraft obtained under thCilease. 
Sp«ificaily: 

SK:. 81S9. MULTIYEAR AIRCRAF T LEASE PEOT PROGRAM 

(a) The Secretaiy of fte Air Force may, frmn funds provided in this Act 
or any future ^ropriations A^ establish and make p^menB on a 
muMyear pilot progim for leasing general purpose Boeing 767 airoafl 
uid Boeing 737 aircraft in commercial configuratm. 

(b) Sections 2401 and 2401a of title 10, United States Code, shall not 
apply to any aircraft ie^ authorized by Ms section. 

(c) Under the sbcrafi lease Pilot Prognni authorized this section: 

(1) rhe Secretary may include terms and conditksis m lease 
agreements that are customary in aircraft leases by a non-Govemmoit 
lessor to a nim^ovemment lessee, but only ftwse. that are not 
inconsistent widi any of the terms and conditions mandated herein. 

(2) The term of any individual lease agreement into vdiich ftie 
Secrets^ enters under this s«nion shall not exctei) 10 years, mclu»ve of 
any options to renew or extend die initial lease term. 

(3) The Secretaiy may provide for special payments in a lessor if 
the Secretaiy terminates or crmcels the lease (nior to the expiration of its 
term. Such special payments shall not exceed an amount equal to the 
value of I year's lease payment under the lease. 

(4) Subchapier IV of ch^er 15 of title 31, United Slates Code shall 
apply to the lease transactions under this section, exc^t that the 
limitation in section 1 553(bX2) shall not app^ 

(5) The Semetaiy shaft lease aircraft under terms and conditions 
consistent with this section and consistent with the criteria for an 
operating lease as defined in 0MB Circular A-1 1 , as in effect at die time 
of the lease. 

(6) Lease aiiangemems authorized by dlls section may not 
commence until: 

(A) The Secret^ submits a report to the concessional 
defense committees oudining the plans for implementing the Pilot 
Program The report shall describe the terms and conditions of proposed 
contracts and describe the expected savings, if any, comparing toul costs, 
including operation, support, acquisition, and financing, of the lease, 
including modification, with the outright purchase of the aircraft as 
modified. 

’ (B) A period of not less dian 30 calendar days has elapsed 
after submitting die report 

(7) Not later than 1 year after die date on which the first aircraft is 
deliver^ under this Pilot Program, and yearly thereafter on the 
annivers^ of the first delivery, the Secretaiy shaft submit a repixt to the 
congressional defense committees describing the status of tte Pilot 
Progrm. The Report will be based on at least 6 months of experience in 
operating the Pikil Program 

(8) The Air Force shall accept delivery of the aucraft in a general 
purpose configuration. 

(9) At die conclusion of the lease term, each aircraft obtained under 
that le»e may be returned to the contractor in the same conftguradon in 
which die aircraft was delivered . 

(10) The present value of the total payments over the duraticHi of 
each lease enmiM into under this authoriQ' shaft not exceed 90 peremt of 
dM fair market value of the aircraft obtained under dial lease 

(d) No lease entered into under this authority shall provide ftir — 

(1) die modification of the genmal purpose aircraft from the 
commercial configuration, unless and until sep^e authority for such 
• : . conversion is enamed and only to the extent budget authority is provided 

in advance in apprtqxiations Acts for that purpose; or 
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(2) the purchase of the aircraft by, or the transfer of ownership to, 
the Airf orce. 

(e) The auAority granted to the Secretary of the Air Force by this section 
is sepiuate fiom and in addition to, and sh^I not be construed to impair 
or otherwise affect, the authority of the Secretary to procure 
tran^itation or oner into leases under a provision of law oftrer than this 
section. 

(f) The authority provided under this section may be used to lease not 
more than a total of 100 Boeing 767 aircraft and 4 Boeing 737 aircraft for 
the purposes specified herein. 

February 2002. From February 5 through 8, operaticmal requirements document 
meeting in Airlifter Hall at Air Mobility Command. Boeing had already received 
draft operational requirements document and was discussing bow to meet 
Air Force requirements with a matrix; 

On February 14, 2002, Ms Druyun sent an e-mail to Dr. Roche, General Jumper, 
Dr Sambur, and Major General Essex in which she stated that: 

Based on your hearing on Tuesday 1 am developing a draft CFI 
[contractor-fumished information] that would go to b<^ Boeing and 
Airbus that lays out our requirements and a^ that each contractor 
respond using a matrix we are developing ftat wilt identify and 
substantiate ttiere Vilify to meet the requirements and begin delivety in 
FY05. The matrix will establish clear definitions to color code and 
identify the level of risk to satisfy the requirement. Data will be required 
to be submitted to substantiate any item that is color coded green or low 
risk. I plan showing this to you on Tuesday for your input and our plan 
to flush out the reality of a competition. In addition 1 have some data 
from the recent competition conducted by the Italians. We are also 
researching the requirements of the “Buy America " 

On February 14, 2002, Dr. Roche responded to Ms Druyun’s e-mail and stated 
that: 

Darleen [Druyun], terrific. In the case of Airbus, we probably should 
note ‘if you desire to do so,’ or to ask them to request a CFI [contractor- 
fumished infonnationj Right? Or, unnecessary? Thanks much. We 
will need to do this as the prelude to a ‘buy’ if the lease can’t easily be 
explained to [a Senator]. We will also have to vet the history of 
compliance with the FPCA. Finally, Speedy has a idea that is attractive: 
have the Germans and French agree to buy C-17’s, and we give Airbus 
the chance to compete on biodts of tankers. Other ftian raising the 
hackles of certain Members, this could avoid the dependence on a single 
class of aircraft, and will avoid monopoly- Paul w [Wolfowitt] wants 
me to set 1 ^ an Aldridge/Feidi/Roche/DSD [Under Secretary of Defense 
for Acquisition, Technology, and LogisticsAJnder Secretary of Defense 
for Policy/Secretaiy of die Air Force/Deputy Secretaiy of Defense] 
discussion I’d appreciate your and Marv’s [Dr. Sambur] thoughts on 
Tuesday 

On February 14, 2002, Ms. Druyun responded to Dr. Roche’s e-mail with an 
e-mail to Dr. Sambur; Mr. John P. Janecek, Air Force Deputy General Counsel 
(Acquisition); Ms. Mary L. Walker, Air Force General Counsel; and Major 
Genera! Essex In her re^nse, Ms Druyun stated that: 
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You are right on about doing this as a prelude to a buy, I am bopefill we 
can smoke out the data we need to be able to look anyone in the tyt and 
tell them why we are or are not conducting a competition. I am working 

widi Job Janecdt Speedy’s idea is great or We will get on your 

caloidar 

On February 14, 2002, concerning Dr. Roche’s response to Ms. I^yun’s e-mail. 
Major General Essex sent an e-mail to Brigadier General Bowlds in which be 
stated that: 

led 

I think we ^oukl keep this close hold for now imd jtm tel! our AOs 
{action officers] die parts ih^ need to know The idea of a C-17 deal is 
appealing to some and appalling to others 
BHl 

On February 20, 2002, Brigadier Genera! Darryl A . Scott, Deputy Assistant 
Secret^ (Contracting), Office of the Assistant Secretary of the Air Force 
(Acquisition) signed out a request f« information to The Boeing Com{any and 
Airbus Nordt America, Inc. (European Aeronautic Defence and Space Company, 
Incorpor ated) to begin the Air Force’s mailcet research and assess market 
capabilities in the area of commercial aerial tankers 
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OnFebnu 
e-mail to f 
Reach Progranis;| 


Center. 





(Aeronautical Systems Center sent an 
jyision, Air Force Director of Global 
B Air Force Strategic Pn 

Force (A^uisitionl 

■ ■ a cc: to | 
lat the Aeronautical 


tegic Profij^l^^ 
Aei^wmcaRystems 


Given the competitive path we are now marching down, [I] request [and] 
direct [that] you teiminate all contacts with Boeing, to include pitted 

&cility visits, until the competitive vs sole source decision is reached 

Th«e is an RFl [reijuest for mfotmation] briefing to Mrs. D [Druyun] on 

18 March after whidi 1 am sure a decision will be made as to which 
direction we are inarching As the attached states, contact ASC/GRC 
{Ao'onautical Systems Center] to discuss the issue or to seek further 
guidance Please pass this on to any other organizations/team members 
within your purvue [purview] 

Maicfa 2002. On March 6, Air Force receives request for information responses 
from Boeing and Airbus . 



I’ve been in toudi whhflBHUHHpimfllilflB from RADM 
[Rear Admiral] Chanik’s oince(N780) following ourpo^e conversation 
where you stated to me that the Navy’s position with regard to the 
replacement tanker aircraft for the KC-135 was to have redundancy via a 
single centerline hose reel and a boom vice the c^abilin to reftiel two 
receiver aircraft simultaneously which also ^j|fie^^redundancy 
issue. The enclosed table, which according toBHBflfllwas sent to 
your office in response to N780’s first look attn^ORD [operational 
requirements document], clearly states that ‘The aircraft must have the 
. ca^bili^ to refuel two receivers simultaneously (THRESHOLD) ’ To 
date, die ORO still does not reflect our requirements 

I am also in die process of gadiering qualitative data supporting our 
position from earner airwings returning from Afghanistan and Operation 
Southern Watch as well as our clearing bouse for airwing lessons 
learned, NSAWC [Naval Strike Air Warfare Center] 

Please call me if you would like to discuss this further. 


On March 21, 20P2,^HBpflHflHH|HPChief, Mobility Division, Office of 
the Air Force Director of Global Reach Programs sent m e-mail to Major 
General Essex, Director of Global Reach Programs, r 
Strcnaaiy qfthe AirForw (Acquisition) with a cc: to 

ctOT of Global Reach Programs; 1 

! Director of Global Reach 

ogiams;H |Office of the Air Force Director of 


;ni an e-roaii to Major 
. Qffic^nh^ssistan^^ 

■oSBnsnjeuteiSi^^^^ 



GIoImJ Reach 
Global Reach ProgTams:i 

of Global Reach Programs; i 

Director of Global Reach iVograms 


of the Air Force Director of 
the Air Force Director 
f the Air Force 
«ated: 
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Sir, 


At Ihe AFROC [Air Force Rajoirements Oversight Coondl] I attended 
today, all of flie mobiii^ programs were approved The AFROC 
approved the 0!U> [operational requirements document] for the 
Commercial DerivaUve Air Refueling Aircraft, as well as the VIPSAM 
Medium Lift Aircraft Replacement ORD . (AMC [Air Mobility 
Command]), and Glc^ Airlift and Mission Suppoit ORD (ANC [Air 
Natimial Guard]). 

Maj IMtjorWgUGeneral] Leaf was called awso’ just prior So start of the 
AFROC, soBHH^chaired the meeting, but he was obviously vp to 
speed on tdltheissu^ Regarding the Naty’s concern about hamg die 
capability for simuftaneous drogue refueling, a Navy rep was at the 
AFROC, and he nodded in agreement when AMC stud they had resolved 
die issue with the Navy, and that the capability would not be mctuded in 
the first spiral. 

Tht AETC {At Education & Fraining Command] represeittative 
presented a eo^lc tniefing slides on dieir concerns about the tardier 
program's training. AETC was not concerned about aircrew training, but 
they didn't want adl the maintenance training to be done by a contractor . 
They were concerned, for example, about airmen going directly from 
BMT [basic military training] to contractor-conducted training arid how 
they would miss die additio^ military training (or 'bluing') they would 
normally get at Sheppard After discussion, the AFROC consensus and 
decision was to approve the ORD as written-die final solution didn't need 
to be defined at diis point, the ORD says, 'TSRA/BCA [Ttnuting System 
Requirements Analysis/Business Case Analysis] will be conductiuj to 
determine the most effective training system (contractor, organic, mix) ’ 


Someone from the AFROC staff mentioned that recent AFMC e-mails 
raised some concerns about how the tanker ORD was written AMC and 
the AFROC chair noted some room for improvement in how future 
ORDs are written, as welt as the unique nature of the 
Kbedule/background surrounding this ORD. No further discussion or 
action ensued. 


AMC is still working numerous minor comments from the Joint Staff 0-6 
level review, but it's cleared by the Air Force to press on towards a JROC 
[Joint Requirements Oversight Council] in Jun[e] 02. 



to know specifically, who from AMC [Air Mobility Ccunmand] 
t^ked to wdiom in the Navy and what was said and agreed upon . 
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My comment in the e-mail below about AMC |Aii Mobility Command] 
leaching an agreement with the Kavy, was based on remarks at ihe 
AQQC [Air Force Requirements Oversight Council] by you and/ori^ 
HHp(at least as I recalled and understood vdiat you said) Can you 
provide any more specifics? 



Here’s some specifics regarding our resolution of the Navy's critical 
comment on simultaneous air refueling capability for the commercial 
derivative air refueling aircraft and Cen [Major General] Essex’ query on 
‘who fiom AMC [Air Mobility Command] talked to whom in the Navy 
and what was said and agreed upcm ’ 


Background: The Navy, OPNAV N7S0, provided the following critical 
comment to the Commercial Derivative Air Refueling Airci^ ORD 
[operational requirements document]; Reference pm 4.1 2 .1.2, Critical; 
Qiange sentence to read: ‘The oircr^ must hav 
ceivers simultaneously (THRESHOLD). ’ | 


Amtunu 


N7S0G1, was identified in a 


lett^sipi^^^Ketff 


iral Chanik as the POC [poim of contract] for the Navy comments. 


AMC (Air Mobility Command] resolution was: Accepted; Para 41212 
changed to include, ‘The capability to refuel two receivers 
simultaneously is required (THRESHOLD). An analysis will be 
conducted to determine the proper number of aircraft required to have 
simultaneous refueling capability For aircraft not modified with 
simultaneous refueling, capability, a second drogue system for 
redundancy is desired (OBJECTTVE).’ 



‘Who from AMCj 
aeree^upon?* 

spoke to l 

exact changes (adding simultaneous air refueling i 
not a KPP [key petfonnance parameter]) that had been made to the ORD. 
They pointed out diat any simuhaneous refueling capability our new 
tanker would have adds to the existing capability in the KC-135/KC-I0 
fleet, as the KC-13SEs that would be replaced by new aircraft do not 
have MPRS (multi-point refueling system]: We also pointed out that 
simultaneous refueling capability would be a spiral development, after an 
analysis was accomplished (lAW (in accordwce with] the new ORD 
verbiage) to determine the (vopet number of aircraft required to have 
simu|t|nenys refueling capabili^. Veibal coordination was provided by 
||m^0on satirfactory resolution of the comment Widi r^ard to 
this issue, we have not received any additional comments on the joint (W 
renew and do not eiqiect any . 
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Deputy Chief of Staff fci Air and Space Operations; andl 

Director, Global Mobility Division, Directorate of Oper^onal Requrrements, 
OfficyjMj^^puty Chief of Staff for Air and Space Operations. In his e-raail, 
mil^B^stated; 


Sir .attached are specifics of AMC [Air Mobility Command] coord 
[coordination] with the Navy on simultaneous A/R {air refueling]. The 
current vision of die ORD [opoational requirements document] shows 
it as a due^old in spiral 2 And so far, thoe are no further comments 
ficm dM Joint Staff. 



On March 26, 21 
sent an e-mail to| 
Air Syi 
e-mail,! 


JAii Mobility Command 

iSieling Systems, Naval 

mail of Mterch 21, 2002. In his 
stated: 


the ORD [operational requirements document] I sent you last week 
might have mcotrecdy (typo) shown ‘The capability to refuel two 
receivers simultaneously is required (THRESHOLD).’ as spiral 1 instead 
of spiral 2 (see page 71 of ORD). I know 1 talked to you on die phone 
and mentioned this would be sphal 2 and we would do an analysis to 
dMermine the exact number of tankers needed to have this capability. 

Also, want to restate that any wing pods we would put on the CDARA 
[Commercial Derivative Air Refueling Aircraft] would be above and 
beyond what our current capability is as we are replacing the ICC-13SE 
fleet which does not have MPRS [multi-point refueling system]. 

On Match 27, 2002, Biigadier General Bowlds requested $100 thousand for 
KC-767 System Pt ogram Office travel. Ms. Druyun and Major General Essex 
suggest using a portion of the funds for the tanker analysis of alternatives 
Mr. Blaise J. Diuante, Ait Force Deputy Assistant Secretary (Management Policy 
and Program Integration) approved the use of the tanker analysis of alternatives 
funds for the KC-767 System Program Office travel as long as it tied to KC-767 
work. 



We're moving in die wrong direcdon againf^l! Navaifs position is 
that it needs to be miial I like it si^s m the ORD {operaticmal 
te^uh|m||^^cumentWgj^Mt me dated IS March I’ve got a in 
with talk this over again. I think his 

position wui be the same as ours I’m going to Kiidand next week for 
the CDARA (Commercial Derivative Air Refueling Airnaft] core team 
meeting. Yougonna{sic] bediere? 
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Deout^hje^^ta^^w , 


Air and Space Opeiations. In his e-maii,| 
;tated: 


this out. Ihe infbiniation we told CMD 
s we will do a study to determine the number of 
J needetTwith wing pods and modify those acft [aircraft] but 
don't need to do all 100. So there's no reason to mod the first acft 
[aircraft] off the line. We’re checking on the Kirlland meeting It stems 
to be mote testing focused and out guys from AMC/TE [Air Mobility 
Command/T est and Evaluation] wDl there.. 


On March 28. 2002. 



forwa ided| 

ith a cc: to 
id stated: 


with 

|and 


Sir. 

OK-! 

fi'oml_^ 

notSp 


llpiliiiliHir. 


the pod solution. Email below 
tsys the pods must be Spiral ‘1,’ 


On March 28, 2002, Dr. Sambur sent a letter to Mt Aldridge in which he stated: 






On March 29. 2002 
Air Force sent an c-i 
General Duncan J. M 
Plans and ^ograms;! 
Chief of Staff for Air 




fik* of the Secretary of die 
. Druyun with a cc: to Major 
th^dr Force Deputy {aiefjoFStafffbr 
Deputy 

uonsi^^^^^^^^^^^Bofince of the 
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On Apiil 2, 2002, is the date of the final draft version of the operational 
requirements document, which is “locked” at this point to initiate final 
coordination and pr ovide a “stabilized” position with which to negotiate with 
Boeing. 


On April 8, 2002, negotiations with Boeing began Air Force’s position was to 
begin replacing the KC-135 fleet as soon as possible due to increasing challenges 
wiSi maintaining a 40 plus-year old aircraft and the deniands of the Wat on 
retrorism. 


On April 21, 2002, Major General Leroy Bamidge, Air Force Director of 
Legislative Liaison sent an e-mail to Dr. Roche; General lumper; 

General Foglesong; Mr.: Peter B. Teets, Under Secretary of the Ait Force; 
Lieutenant General Joseph H. wyjrji^lj^Ajj^orc^ssistant Vice Chief of Staff; 
and Ms. Drtiyun with a cc: toflHH|mH^|0Office of dre Secretary of 
the Air FoKj^^^mii|n^^i^ie, Special Assistant to the Secretary of the 
Ait FQ!£s:^^^^^^^^^H|||Executive Officer to the Ait Force Chief of 
I Office of the Air Force Vice Chief of 
lice of the Under Secretary of the Ait Fotce;f 
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JOffice of Legis}at|v^i^|onr^^H 

tice ol 

egislative Liaison;|HHH|||||||||^^^^^^^^M^£f Legislative 
Liaison; Major OfQce of 

Legislative Liaison;|||HH|HHVVPHHPv^^ of Legislative 
Liaison; and Brigadier General Thomas L Carter, Military Assistant to the 
Director of Legislative Liaison. In his e-mail. Major General Barnidge discussed 
a meeting Ms Druyun and Major General Essex had with congressional staff 
concerning die status of the KC-767 lease. 


Subject: Ba<* brief on Meeting with [a Congressional Staffer] 

Escgrte^M^^jmi^M^GeD [Major Gen«al] Essmc andflHB 
BBHjBHHHpHHova to see [a congre^nal staf&rj toisy 
to discuss n!eXr[& forcej evaluation of the rehouses to die tanker 
lease remrest for infoimation (RFl). It was a very {xoductive and 
worthwhile meeting on many levels, due mainly to hfe. Drayun's 
ability to speak aummitatively m all subjects She started 1^ giving [the 
congressional staffer] background on how we got to where we are with 
respect to the RFI responses and then proceeded with die [uepared 
briefing on die tanker lease KFI evaluation. 

(The congressional staffer] seemed very interested in the process by 
which EADS [European Aeronautic Defence and Space Company] 
formulated their response to the RFI, i e^ was the Af available to take 
their calls, did EADS believe their questions were answered timely and 
accurately etc. [The congressional staffei] was satisfied that EADS was 
provided all infoimation requested from the AF for use in their RfT 
response, and that diey had missed fhe mark. There was a short 
discussion on EADS’s future viability and competitiveness 

[The congressional staffer] asked about the way ahead and when would 
the AF be able to come to the Hill with their finings. 

Mrs Druyun explained that we need to develop the classic business case 
along widi a net present value workup lAW [m accordance with] Ohffi 
[Office of Management and Budget] Circular A-II, then jn-esent this to 
die OSD [Office of the Secretary of Defense] Leuing Panel after the 
leadership in the AF has all been ixiefed She predict this would be 
sometime in mid to late May. 

[The congressional staffer] asked about the GAO (then General 
Accounting Office] process and expressed that he did not want that to 
slow this lease process down. He stated that the going forward wi& the 
lease satisfies the desires of Congress (mentioned the ovawhebning 
majority of Congress wants this to go forward) He made the specific 
point that there Is a law in the books today that tells the USAF [U S. 
Air Force] to go ftitward with a lease, so we need to go ftirwatd. Short of 
any chan^ in the law we need to press forward with the lease. 

[The congressional staffer] stated that [a Representative] and most 
Members believe the USAF needs these aircraft. He commented ttat fte 
leasing approach m^y not be the best way to get it done but tbe bottom 
line is we need a platform and a lot of p«>ple (overwhelming majori^) 
thought this legi^ation would move this process forward. [The 
ccmgressional st^<^ stated that if a small minority succeeds in stcqiping 
this cunent lease effort, we will be without a KC-135 r^iacemiait for a 
long time, rbeie is a window of importunity here that if it doses ini^t 
not be available for some time. Cert^ Membm and their stafff to 
get over when they were notified- first or ias^- and get <xi with what is 
bB« for the counhy. Mrs. Druyun stated thid the best she thou^t we 
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would be able to negotiate isasixorseven-year lease, I he driving factor 
for this is foe market value of the aircraft at the end of foe lease It will 
be very diflicult to ranarket 100 7£7 tankers. {Emphasis added ] 

{The congressional staffer] said several times how much he appreciated 
us coming. He said that fh«e is a strong but silent majority t^o -want 
this to go forward. He said be is satisfied we are moving along despite 
some of foe official comments by the AF . He reiterated foat if this falls 
through, re-engagement will be difficult. 

Several other topics wae discussed: 

[The congressional staffer] asked about foe sMus of foe 737 lease. Mrs., 

D^un stated foat foe business case will be tough to make. Mrs. Druyun 
said foat she received the Boeing proposal and she did not like it She 
has enga^ Boeing senior management and she is woridng foe issue to 
get the DMt deal available, {The congressional staffer] stated foat foe 
business case is not ever^ng, that foere are other foctors involved. 

[The crmgressional staffer] stated there are a lot of people expecting to 
rise of foe two Ford Aerospace BBJs this July. Mrs. Druyun said she 
understands and will do her best She said foe results of foe business 
case should be over to the Hill around the 20th of May. 

Another issue discussed pertained to the Bcny Amendment (buy only 
American forged ^ecialty metalsX and bow in this case it vrill 
significantly increase foe costs of manufacture for both the 767 and 737 
while allowing unfair advantages to foreign manufacturers like EADS. 

[The congressional staffer] was surjnised by foe implications and asked if 
relief could be provided tinough le^slation. 

There were two taskers pertaining to requests from [foe congressional 
staffer] for draft legislation: 

-Provide draft legislation which may provide relieffclarification on foe 
Berry Amendment whh respect to amending Section $159 of foe 
Approps Act 

-Provide draft legislation WRT [with respect to] to Sect [Section] 8159 
which provides for lease options such as lease to buy etc. 

On Apiil 22, 2002, Mi Jaymie Duinan, The Special Assistant to the Secretaiy 
and the Deputy Secretaiy of Defense forwaidt^ an e-mail fiom Mi. Thomas 
Christie, Office of the Diiectoi, Operational Test and Evaluation to Di. Roche and 
Mi. William C, Bodie, Special Assistant to the Secretaiy of the Air Force. 

Mi. Christie’s e-mail included a “Defense Week” article, “Private Aerial Tanker 
Earns Navy’s Praise.” 

On April 22, 2002, Dr. Roche forwarded Mr, Duinan’s e-mail with the “Defense 
Week” article, “Private Aerial Tanker Earns Navy’s Praise,” attached to 
Dr Sambui and Ms. Druyun with a cc: to Geneial John Hmdy, Air Mobility 
Command; General .John Jumper, Air Force Chief of Staff; and Mr . William C. 
Bodie and stated: 

What do you all think? [A Senator] will beat us up on this, so let’s do 
our homework. Note foat Omega doesn’t refuel N [Navy] aircraft near 
A^anistan. There are war insurance issues, etc 

On April 22, 2002, Ms Druyun fot warded Dr. Roche’s e-mail with the “Defense 
Week” article, “Pi ivate Aerial Tanker Earns Navy’s Praise,” attached to Major 
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General Bill Esse)^ Director of Globa! Reach Programs, Office of the Assistant 
Secretary of the Air Force {Acquisition) and stated: 

See me on this so that we can get our dudes in order to shoot this down . 

May 2002. On May 3, an Office of Management and Budget official sent a letter 
to a Senator in whi^ be stated: 

Dear Senator: 

Thank you Tot your letter of April 17, 2002 in which you asked us for the 
prelimimuy results of our analysis of the following areas related to the 
Air Ffflce's tanker fleet 

Air Fence tanker analysis related to KC-I3SE replacement and tanker 
requirements 

The Air Force has recently completed two studies of its tanker fleet and 
tanker requirements ■ the KC-1 35 Economic Service Life Study (ESL S) 
and the Tanker Requirements Study 05 (TRS-05). The ESLS ruid 
TRS-05 were both large, detailed, computer-based analyses of the fleet 
and tanker requirements of which OMB [Office of Management atuf 
Budget] does not have intimate knowledge However, we are aware of 
the major conclosicuis of these studies 

The ESLS looked at the projected cost of maintaining the current fleet of 
KC-135 tankers (both the ‘E’ and the ‘R’ models) and at the availability 
of the aircraft as they age . The study concluded dial maintenance costs 
would rise by S23 million^ear over the next 40 years. In terms of 
aircraft availabiti^, the ESLS concluded that there would be a gradual 
decline as die aircraft age However, study determined that only 
six aircraft would have to be retired before 2040 because they would 
exceed their airframe fife. The TRS-05 examined force (in feis case 
tanker) requirements in various strai^ic scenarios (the rRS-05 was 
based on the same scenarios and assumptions as Odd's Mobility.,. 
Requirements Study 05). We understand dial TRS-05 identified tanker" 
capacity shortfalls under some specific (classified) circumstances 

The Air Force proposes to replace the entire KC-135E fleet with 
100 Boeing 767 tanker aircraft Although the ESLS and TRS-05 did not 
examine the question of replacing aircraft in the existing fleet, they are 
pertinent to the issue since: 

• the current fleet consists of i^ut 410 KC-I35RS and 126 KC-135ES* 

in good condition, providing a total KC-135 tanker capacity of about 

105 million pounds of fuel; 

• upgrading 126KC-I35Es to the ‘R’ mode! would result in a total 
capacity of over 106 million pounds of fuel - an inmase of around 
1.7 million pounds over existing capacity The estimated cost of 
converting die 126 ‘E’ models to ‘R’ models to get this increase 
would be about J3.2 billion. However, the Air Force has chosen not 
to pursue this route; replaeii^ 126 KC-135ES with 100 Boeing 767 

. taiflcers, while maintaining 410 KC-135RS, would result in an overall 
Cuiker fleet c^ity of about 103 million pounds of fiiel - a decrease 
of almost 2 million pounds (because the larger capacity of a B-767 
would not be enou^ to compensate for die less than 1:1 aircraft 
i^lacernent rate). The estimated cost of die B-767s would be 
. between $18 billion and S26 billion (die difference between ^rect 
. purchase and leasing due to the cost of mcHieyX 

In other wcads, rqilacing the KC-I35E fleet would not solve, md could 
exacerbate, the ^rtfiills identified in the TRS-05 It is quite possible 
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that greater operationa) avulability of the new B-767 aircraft could 
mitigate the impact of such a reduction in total fleet cecity We will 
continue to assess these issues as the Air Force develops its proposal 

A cost comparison between possible alternatives for improving the tanker 
fteet 

The Air Force's discussions with Boeing regarding leasing 100 B-767 
tankers are still ongoing. We, therefor^ have no basis to change our 
previous cost estimates for leasing or direct purdiase of B-767 tanker 
aircraft. We bdieve, however, that there are four optitms for the tanker 
fleet: 

• Do noQiing This is the path analyzed by the Airforce in its 

two studies It results in increased i«ig-term costs of 
$23 million^ear paid out over 40 years, accepts the risk of shortfalls 
in certain scenanos, but avmds potentially laige up-fitmt costs of 
$3-26 billion, depending on the option 

• Convert 126 KC-13S’£’ tanker models into KC-13S’R’ models The 
AF [Airforce] has already conducted a re-engining and upgrade 
program for most of its KC-I3Ss, to convert them to the ‘R’ model, 
which the Air Force plans to keep in service until perh^s 2030 or 
2040 depending on usage In alt, the Airforce has already 
re-engined 410aircraf^ leaving only 126 '£’ aircraft in the Air 
National Guard fleet with oldo- engines ftiat could also be converted 
into an ‘R’ model Such an option could be achieved for an 
estimated cost of about $3.2 billion spread over a period of 6 years 
(about $325m/yr [$S23 mitlio^ear]).. The advantages of this option 
are that the fuel offload edacity of each aircraft would be increased 
and the total fleet capacity increased to solve some of the shortfalls 
identified in the TRS-05 Moreover, maintenance costs of the 
current aircraft would be reduced In addition, this option would 
increase the cecity of the fleet sooner than oAer alternatives (all 
converted aircraft could be delivered by 2009) 

• Direct purchase of 100 Boeing 767 tanker aircraft and retirement of 
the KC-I35E fleet Based on a price of $150 million per airplane, 
which we understand is a reasonable possibility, and including 
required military construction, this option would cost approximately 
$18 billion and would not be complete before 2011A2. The 
Air Force would have to fully fund diese aircraft in its budget 
request. New B-767s wxruld provide the Air Force wrdr all the 
advantages of a modem aircraft with greater availability and a 
potential life longer than that of converted KC-135R aircraft. 
However, because 100 B-767 aircraft would replace 126 KC-135ES, 
the total tanker fleet capacity would be reduced and would not solve 
any of the shortfalls identift^ in TRS-OS. 

• Lease 100 Boeing 767 aircraft in accordance with section 8159 of 
the FY2002 Defense Appropriations Act, We understand 
section 8159 to mean that the lease would cover tiie aircraft in its 
basic, or transport, configuration, vdiich tire Air Force would ien 
modify into a tanker configuration. At the end of the 10 year lease 
period the Air Force would de-modify the aircraft and return them to 
Boeing in their original transport configuration. In this way the 
Air Force could meet the criteria of an op«ating lei^. The 
Air Force believes that the base aircraft cost is $90 million with 
tanka' conversion and de-conversion costs adding $60 million to tiie 
price. As we indicated to you m our letter dated December 18,2001, 
we believe ftat the total cost of this optirai would be $26 billion in 
tiien-year dollars.. This option would provide airctaft on tiie same 
schedule and have the same tanking capacity as fte direct purchase 
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option with Iowa near-term cosu, but would require that the 
Air Force return the aircraft after 10 years, meaning that they would 
have to deveit^ an alternative for the tanka fleet by that time 

We have no basis at this time to change our $26 billion estimate, since 
discussions between the Air Force and Boeing to detennine the possible 
lease arrangements for such an aircraft are still migomg. Howeva, we 
understand fliat flie Air Force interprets section 8159, togetha mdi a 
colloquy reported in the Congressional record on Decemba20, 2001, to 
mean that a B-767 tanka is a general purpose aircraft. In an exdiange 
involving Soiators, die Membm stated they believed a convoted 767 
quaiifled ‘as a general purpose airoaft.’ This position jmesumes there is 
an active commercial market fa tankers whkm would therdbre relieve 
tlw Air Force of costs associated wid) conversions. 

nearly, this mteijnetatiim would make it financially easier fa the 
Airforce to mea the conditions fa an operating lease imposed by 
section 8IS9 because they could amordae the costs of tanka conversions 
ovo ten years instead of paying fa conversions up fltmt While we ae 
currently unaware of any commercial buya or interest in pundutsing 
100 tankers, 0MB will provide its views on tbe Air Force interpretation 
to you in the next few weeks 

The Air Force's tanker RF 1 [request for information] process 

OMB did not conduct a detailed analyses a audits of the Air Force's RFl 
process fa tanka aircraft Howeva, our overall impression of die 
Air Force's tanka RFI process is that h was done in a reasonable and fair 
manna. From what we know we have no reason to believe that the 
outcome would have been any difTaent had anotha emity evaluated die 
two proposals, given tbe Air Force’s requirements. Boeing simply 
appears to have more experience in air-to-air boom refueling than Airbus 
Regarding otha potential companies, we do not know of any otha 
companies that were both capable of, and interested in, responding to the 
RFl 

Leasing policy 

You asked us to examine the policy of leasing maja defense programs 
and to evaluate the role of DoD’s recently established Leasing Review 
Panel . When anahrzing capital leases, we believe it is critically important 
to compare the ftifl cost of the lease with odrer methods of abutting the 
capital assets, including direct purchases We also believe that (a White 
House official] and the Congress should consida the full cost of coital 
acquisitions wiien they make budga decisions to allocate resources to 
Federal agencies and fmigrams Fa shat reason, we strongly support the 
budget scoring rules fa leases, vdiich wae agreed to by the degress 
and [die White House official] as part of the Budget Enforcement Act of 
1990.^ The rules distinguish opmting leases fi-om capital leases and 
address the ftet that some capital leases are virtually equivalent to the 
purchase of a coritai asset, with most or all of the bene^ and risks of 
ownership tnuisferred to the government, while others are more like 
rentals. Th^ require agencies to fund the full cost of purchases, les^ 
purchases, and coiital leases up-flont in the flist year of the tnmsaction 
In this way, die nill cost is recognized at the time wboi decisions are 
made to inca diet cost, regadless of the source and fbnn of fmancing, so 
that Coi^ress and (the White House offlcial] have die incentive and the 
infoimation neces^ to make die most efficient use of taxpayers' 
money. , 

The Defense Department’s Leasing Review Panel, .of which OMB is a 
memba, has na ya ma because the Air Force has not yet complaed its 
proposal to lease B-767s and B-737 executive jets 
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Infhistnicture costs 


As we indicated in the attachment to our December IS, 2001 letter we 
believe the in&astnicture costs associtUed widi the purchase or lease of 
Boeing 767 aircraft to be approximately $1 billion 



June 2002. On June 4 , Dr Sambur, Assistant Secretary of the Ahr Force 
(Acquisition) sent a policy memorandunt, “Reality-based Acquisition System 
Policy for all Programs,” to Air Force Mission Area Director^ Functional Area 
Directors, Program Executive Officers, and Designated Acquisition Commanders. 
In the memorandum. Dr. Sambur stated that: 

Effective immediately, AFPD63-i [Airforce Policy Directive 63-1, 
‘Capability-Based Acquisition System’], dated 31 August 1993 is 
superceded by this ^tiey memorandum Conqitiance with this 
memorandum is mandatory. This policy memorandum applies to 
Acquisition Categoiy (ACAT) 1C and lAC through ACAT HI acquisition 
programs, including system modifications; it does not cover acquisition 
associated with non-ACAT programs. This policy implements midance 
from the SECAF [Secre^ of the Air Force] and CSAF [Chief of Staff 
Air Force], hereafter identified as the Commanders’ Intent, and 
Department of Defense Directive (DoDD) 50001, The Defense 
Acquisition System, DoDD S000.2, Operation of the Defense 
Acquisition System and DoDD S000.2R, Mandatoiy Procedures for 
Major Defense Acquisition Programs (MDAPs) and Major Automated 
Infomiation Systems (MAIS acquisition programs). This policy 
memorandum does not appK to Air Force Space programs, which are 
under the purview of the Under Secretary of the Air Force 

The two overarching objectives or this policy are: 1) riiortening the 
acquisition cycle time and, 2) gaining credibility within and outsick the 
acquisition community 

Eveiy action and decision by mdividuals responsible for pogiam 
execution must map directly to, and further these two primary objectives 
Members at alt levels of the acquisition woticforce are expected to seek 
innovative v«ys to achieve these objectives. This roust be accomplished 
through teamwork, trust, common sense and agility. The intent is to give 
those accountable for program execution maximum flexibility . 

Unlike previous acquisition guidance, this policy is broad and non- 
prescriptive. Wherever possible, it uses terminology ftmiliar to our 
customer, the warfighter 

Conmander's Intent: 

The nrimaiT mission of our acquisition system is to rapidly deliver to 
the warfighters affordable, sustainable tanabilitv that meets their 
expectotions All actions by any leader, staff cn supporting 
organizations will suj^rt the Commander’s Intent 
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Comnander’s Initial Guidance: 

1) Program manager will ensure fill] compliance widi the law; however, 
over restrictive implementation of the law tba goes beyond what is 
required in statute must be challenged if the value added to the 
|8'0gram does not equal or exceed the resources expended 

2) Success in meeting our objective requires a shift frcm avoiding risk to 
mana^g it, and sometimes, simply accepting it. Taking risks will 
sometimes produce failure. That is acceptable as long as utose in the 
miecutioo diain understood the risks and we learn from the failure 

3) Speed is important In devising and implementing acqubition 
)q)pioaches, the concern of time or sdiedule as an indepeiMent variable 
is one tfaid must override prior concepts of delivering the ultimate 
capabili^ at whatever cost and schedule is necessary to do so. Every 
k^ decision must have an t^rerational sense of urgency 

4) Credibili^ is essential We must create and maintain realistic 
expectations. Program Managers (PMs) must continually manage 
expectations so that senior acquisition and warfighter leadership are 
never surprised by sodden cost growth, performance sbort&lls or 
schedule slippages. Each tuogram must have a clear, unambiguous set 
of priorities among cost, schedule, performance and suppmiability 
Normally, the senior leadership of Ae requiring MAJCOM (major 
commaniH should set diese priorities as part of the initial requirement 

5) Teaming among warfighters, developers/acquirers, technologists, 
testers, budgeters and sustainers must begin when die requirements are 
being defined, not after PMs through the MOA (milestone decision 
authority], are responsible for making decisions and leading 
implementation of programs, and are accountable for results The PM, 
as the accountaUe agent for executir^ the program, has a 

. responsibility to seek resolution if asked to do something that goes 
counter with meeting die Commander's Intent. There are two avenues 
for appeal available to the PM; the Air Force Acquisition Center of 
Excellence (ACE) (located bodi at SAP /AQ [Assistant Secretaiy of tte 
Air Force (Acquisition)] and HQ AFMC [Headquarters, Air Force 
Materiel Command]), and the MDA. 

6) Solid systems engineering is required at the outset of a program to 
ensure a robust foundation md flexible architecture that can 
accommodate future requirements with minimal redesign. 

7) Staffrt at all level[s] exist to advise the MDA and PM and assist them 
with their responsibilities. Councils, committees, advisory groups, 
panels and staffs are advisers at the discretion of the PM, PEO 
[program executive officer] or DAC (Designated Acquisition 
Commander] or MDA. The MDA, PEO or DAC and PM are 
accountable for the overall program results Those not accounti6le for 
program outcome are expected to provide objective inputs to 
pogiam decision process, but do not have decision-making authority. 

Evolutionaiy Acquisition OBA) is the preferred acquisition strategy for 
achieving the Commander’s Intent Spiral development is the prefetied 
process to execute the EA strategy except in diose exceptional cases 
where it is possible to field a full capability in 1 8 months or less 

All programs start with a ‘zero-based’ peiqieaive All activities, reports, 
platts, coordination m reviews except those mandated by statute (v 
previmisly approved by a person in the executirai chain, roust buy their 
wty into flie program by demonstrating that the benefit gained clearly 
equals or outweighs the resources expended 
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The success of an acquisition progrvn hinges on up-front, collaborative 
and concuirent planning by the MDA, technologists, 
developers/acqaireis, suslainers, budgeters, warfighters, and testers The 
goal is to establish, at the outset of the program, mutual, realistic 
expectations frs- content delivered, schedule of delivery, and cost 

Additional ‘DRAFT’ guidance on the cmicepts required by this policy 
monorandum is available on the SAF/AQ web site 
httpr/Avww jafaa.bojf.mil under ‘Acquisition Center of Excellence’ or 
‘Policies -SAF/AQXA (Chief, Acmisition Management Policy Division, 
Office ^ the Assistant Secretaiy of the Air Force (Acquistion)]..' 



July 2002. On July 24, Major General Leroy Bantidge, Air For^^itgtor of 
ye Liaison sent an e-mail to Dr. Roche with a cc: tomiPimB 
1 Chief, Senate Liaison Office, Office of Air Force Legislative Liaison in 
which lie stated; 



Boss- 

[A congressional stafier] has been playing a pretty heavy game with us 
ref ‘a personal copy of the DRAFT 737 contract (^t we provided to the 
committee) for [a Senator]. ’ You may recall, we had [congressional 
staffers] supporting us by saying thai if the Senator wants a c<^, then 
we (the committee) will give him one. Well, true to their wra-d, they 
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made the offer. [Ihe congressional staffs], in die name of the Senator, 
said the Senator wants/deserves his own copy (addressed to turn) from 
die AF [Air Force] and has made a fonnal rranest ] have been ^ling 
since evoiiiig on this. The ‘emodooalism’ assodated with his 
dsnand has grown exponendally. HOWEVBl, when 1 now balance the 
potential downsides (» continue smiling (i e., be can put a stop to the 
rqir^iamming authority for 737 which can realty imp^ our program, 
and a^ may impact any number of odter issues, including 767 if^en 
we hand diem a ^ [paidcage]), I just need to make sum Tm not getting 
ahead of my beadli^ts in dus ‘game* with (die con^^ional staffer] 

Thus: ! have stalled on giving [the congressional staffo] a copy of the 
737 contract (fat {a Seiator]} for tt least 24 hrs. Tomorrow, at 1400, we 
have AQ {Office of the AssisUuit Secretary of die Air Force 
(Acquisition^ lined up to provide (the congressional staffer] a brief on 

the 737 (as {mmised) We would have coord’d [coordinatetO for you 

m attend if the Senator was actually in attendance. Before our briefer 
goes to see (the congre^ional staffe], 1 feel that we should decide 
blether we are in the business of providing members DRAFT ccqiies of a 
contract (that we have alrea^ ;novided to the committee) oi noL It IS 
precedent setting (in my opinion). However, in balance, given that we 
have given it to the committee, 1 feel that there is ]>robably no reason not 
to answer an official request from any other committee menfoer (because 
the ‘potential costs’ probably aren’t worth it). 


But, sir, request your vectors 


On July 24, 2002, in response to Major General Leroy Bamidge’s e-mail, 
ail to Major General Leroy Bamidge with a cc: to 
|and Ms. Mary L. Walker, Air Force General Counsel in 



which he stai 



On July 24, 2002, in response to Dr. Roche’i 
Bamidge sent an e-mail to Dr. Roche with a 
Ms. Mary L. Walker in which he stated; 

Thanks Boss , and, we’ve already coord’d with GC (General Counsel] 
and have a good cover letter to attach We’ll make it h^pen. 



On July 30, 2002, General Peter Pace, Vice Chairman of the Joints (jhief of Staff 
sent a memorandum, “Air Refueling Aircraft (ARA) Operational Requirements 
Document (ORD),” to the Under Secretary of Defense for Acquisition, 
Technology, and Logistics in which he stated that: 

The Joint Requirements Oversight Council (JROC) reviewed and 
approved foe ARA ORD (Air Reiiielu^ Aircraft C^ieiational 
Requirements Documentimd validated the enclosed Key Perfonnance 
Parameters (KPPs). The JROC considered foe KPPs essentia] to m«it foe 
mission need. The JROC also recommends dclegaticm of ORD tqiproval . 
authority to foe Chief of Staff of foe Air Force 

The performance parameters included fuel offload versus range, tanker air 
refueling, boom air refueling, drogue air refueling, receiver air refoeling, 
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worldwide airspace access (Global Air Traffic Management compliant), and 
interoperability . The following discusses those key performance parameters and 
associated thresholds and objectives: 

• Fuel Offload Versus Range. I o meet the threshold, “The aircraft shall 
be capable of a no-wind offload versus range as depicted in Chart 1 ” 

The chart showed that the fuel offload decreased as die radius distance 
increased. The objective was higher than the threshold. 

• Tanker Air Refueling. To meet the threshold, “The aircraft must be 
able to use (non-simultaneously) both boom and drogue air refueling 
systems, day or night, on the same flight.” The objective was the same 
as the threshold 

• Boom Air Refueling To meet the threshold, "The aircraft must be 
capable of accomplishing boom air refueling of all boom-receptacle 
equipped receiver aircraft identified in AF [Air Force] technical orders 
l-lC-1-3 and l-lC-1-33, the F-22 and Joint Strike Fighter (JSF) using 
current procedures and refueling airspeeds with no modification to 
existing receiver air refueling equipment and no restrictions to the 
refueling envelope due to lighting/shadows ” The objective was the 
same as the threshold 

• Drogue Air Refueling To meet the threshold, ‘The aircraft must be 
capable of accomplishing drogue air refueling of all drogue-refuelable 
receiver aircraft identified in AF [Air Force] technical orders l-lC-1-3 
and l-lC-1-33 and the JSF [Joint Strike Fighter] using current 
procedures and refueling airspeeds with no modification to existing 
receiver air refueling equipment ” The objective was the same as the 
threshold. 

• Receiver Air Refueling To meet the threshold, “The aircraft must be 
capable of operating in various inclement/adverse weather 
environments (lAW [in accordance with] KC-135/KC-10 aircraft 
directives) for day and night receiver air refueling to maximum fhel 
load fiem a KC-10, KC-135, or this aircraft using current air reveling 
procedures.” The objective was the same as the threshold 

• Worldwide Airspace Access. To meet the threshold, “The aircraft 
shall be capable of worldwide flight operations in all civil and military 
airspace including Reduced Vertical Separation Minima (RVSM) and 
Future Air Navigation System (FANS) 1/A airspace.” The objective 
was the same as the threshold. 

• Interoperability To meet the threshold, “100% of top-level 
Information Exchange Requirements (lERs) designated critical will be 
satisfied.” To meet the objective, “100% of top-level lERs will be 
satisfied.” 

August 2001. On August 7,^H|||||||||||HPsent an e-mail to Dr. Roche in 
which she stated: 

Paris -European Aeronautic Defens e * .Snaee Cn. NV (N EAD) said k ^ — ; - .1 

Wednesday that it has appointedlHMHI to head its North ICongressional Recerd| 
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American operaion. Until January. I 
Gmmman’s Integrated Systems division. 


Defence and Space Oanpany] said in statement 
‘As our senior official in the U S., (|H|mwi 
expand our business, develop industrial partnershi] 
cuyraeyelairaiships in this critical maricet,' 1 
■H^will assume his position on S^L 1 
EADS’s current lop representative in die US, 
senior adviser, die company said. 

~ lially, 


^ was presidon of Northrop 
^lDS puropean Aertmautic 

It 

’ill oversee oiff eSforts to 



[congressional Recordf 


On August 7, 2002, Dt. Roche sent an e-mail to Mr . William C. Bodie, Special 
A||i|tmyQ fte Secretaiy of the Air Force discussing the appointment of 
im|H|||at the European Aeronautic Defence and Space Company. In the 
e-maii. Dr. Roche stated: 


Well, well We will have fun with Airbus! [Congressional Recorei] 

Jim 

On August 20, 2002, Mr. Wayne A Schroeder, Deputy Under Secretary of 
Defense (Resource Plaruing/ Management), Office of the Under Secretary of 
Defense (Comptroller) sent an e-mail to Dr. Dov S Zakheim, Under Secretary of 
Defense (Comptroller) with a cc: to Mr Lawrence J. Lanziliotta, Principal Deputy 
and Deputy Under Secretary of Defense (Management Reform), Office of the 
Under Secretary of Defense (Comptroller) In Oie e-mail, Mr. Schroeder stated: 


Dov, 

Due to some schedule conflicts and absences, requested 

that we reschedule the 767 umker meeting with UMB lOffice of 
Management and Bud|^ to later this week or next^Bm I did have a 
chance to speak with|Hfaboul OMB's high proflle flPsaid that 0MB 
has been responding to letters flora (a Senator] (they also just received a 
lener on the issue from [a Represenutive]). So pan of their public 
proflle has to do with responding to congressionu requests for their 

« ' ion on the issue - [a Smator] wanted to get it *on flie record .’ But 
did say tha the ^IHical leadership at OMB feels very strongly 
t die Iwe, and has decided to take a public posture knowing the 
effects this might have He suggested you ulk directly with Robin 
[Cleveland] if you want more infonuiaiion on the politics of the lease at 
OMB. He also gave me some insists into what OMB has learned about 
the lease from technical questions me Air Force has posed to them: 

1 The deal is looking ‘worse and worse.' 

2. OMB is get^g a lot of Air Force questions riiout A-94 and lease- 
purchase analysis. 

3 Boeing will not finance diis deal. It would be financed through an 
investmem groiqt or special puipose company partly owned by Boeing, 
die engine manufacturer and other investors . The Air Force would letue 
the tankers fioro this investment gtoup, wfaiedi would issue a set of bonds 
at different terras and imerest tates. 

< The Air Force had questions for OMB about what intoest rate they 
can use. Predicting interest rates is problematic, and could have a major 
impact on die ana^sis OMB diinks the Air Force will want a veiy low 
interest rate and veiy high discoum rate to make the lease-purchase 
analysis woik 

S The marketability of the aiiciaf) is an issue. The Air Force vrill likely 
propose feu puiposes of calculating the residual value of the aircrafl, that 
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at tfie end of the lease they be sold as eidter freighters or tankers Not all 
100 could be sold as tankers in die open market. 

6. 0MB diinks die Air Force could have gotten a much better deal on the 
purchase price than what diey will show in the analysis. 

7. To convince investors that this is not a risk, die Air Force will tell 
diem that they will buy the aircraft at the end of die least This raises the 
^estion of why this will be structured as an opoating lease, when die 
intent is clearly tease>to-buy. If this turns out to be the case, it wilt be an 
issue. 

As w« get more detail^ I will pass roory^ormation on to you and Larry 
after we bold the meeting with ONffl. ^Psaid be thought the Air Force 
and Boeing mi^t finalize negotiations toward the end of next week 

On Aupst 20, 2002, in response to Mr, Wayne A Schroedcr’s e-mail. Dr. Dov S. 
Zakheim sent an e-mail to Mr. Wayne A. Schroeder with a cc; to Mr. Lawrence J. 
Lanzillotta in which he stated that; 

[IJhis does seem very troubling 

On August 20, 2002, Mr Lawrence J Lanzillotta forwarded Mr Wayne A. 
Schroeder’s e-mail to Mr John Roth, Deputy Comptroller (Program^udget), 
Office of the Under Secretary of Defense (Comptroller); and Mr. Ronald G 
Garant, Director, Investment, Office of the Under Secretaiy of Defense 
(Comptroller). 

On August 21, 2002, in response to Mr Wayne A Schroeder’s e-mail, 

Mi, Ronald G . Ga^ant sent an e-mail to Mr. Lawrence J Lanzillotta with a cc; to 
Mr John Roth, and Mr. Wayne A. Schroeder in which he stated; 

1 talked a month or so ago. He was the AF [Air Force] 

deputy comptroller The AF hired him to give their proposal the 
grandmother test and as far as he was concerned it didn’t pass He 
contends that the puidiase price is probably over stated by 50% and he 
contends that the residual value is also very much overstated for a non* 

Air Force market. He was also concerned diout the discount and interest 
rates used in the calculations 

Since we all know that this is a bailout for Boeing why don’t we just bite 
the bullet and do what we did when we were bailing Douglas out on she 
KC-lO’s. We didn’t need those aircraft either, but we didn’t screw the 
taxpayer in the process. The 767 is not the latest in technology , if we 
were going to get serious about buying the best I am sure that some 
rendition of the 777 would win out. 

f don’t know of anyone who is dissatisfied with the outcome of the 
KC-10 deal. The Air Force should be made to come back wiA an 
analysis of why we couldn't do the same with the 767. What we in 
effect would be buying is the tail end of the productkm line and 
should be getting the best price, not the Inflated price that they want 
to put in flic lease formula. The key of course is to iadnde some 
competition into the purchase process. (Emphasis added } 

On August 28, 2(^2,|H|||||H|HH^||||Pofnce of the Air Force Director of 
Global Reach Propams, Uttice of the Assistant Secretary of the Air Force 
(Acquisition) sent an e-mail to Dr. Sambur with a cc; to Ms. I^yun, Major 
General Essex, and Brigadier Generai Bowlds in which he stated; 
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Sir, 

Per your request; 

Infi) we’ve made public: 

Negotiations continue and are entering their final phase. We are 
cautiously optimistic that a tease deal ^ collies with the law and 
0MB [O0ice of Management and Budget] circulars can be reached. 

Once i^roved by SECAF [Secretary of the Air Force], we vnll present 
the business case to 0MB and the OSD [0£hce of the Secretary of 
Defense] Leasing Panel, followed by a r^rt to Congress A lease 
contract will not be signed without approval fiom all four defense 
committees and appropriate funding 

Info not yet made public: 

The ]»elittunaiy lease arrangement passes die 0MB business case 
analysis by a slim margin and will save money compared to buying We 
are currently running sensitivity analyses to prepare for - and ensure the 
deal can stand up to - criticism similar to that seen with the 737 deal 
We are actively engaging 0MB to get their buy-in on the analysis — a 
critical ally needed to dnend die lease I expect they will su|^tt die 
analysis, but will baulk at supnoam^^u^eed to escape funding 
termination liability (peaks at in FY07; will need 

Congressional language to overcome) OMBhas also stated they believe 
a tanker is not a commercial product (a key test for an operating lease), 
but if the business case holds, 1 don't think OMB will m^e this issue a 
deal-killer 

On Augu|^^^gDQn|^ofl||||mHH|||e-mail, Dr. Sambur sent an 
e-mail tofl^|HpHBwithT^noMri^yun, Major (reneral Essex, and 
Brigadier Cieneral iSowlds in which he stated: 

Thanks 

I assume you resolved the residual value issue from this update? 

Should we pulse the SASC [Senate Armed Services Committee] staffers 
on the termination liability issue? 

On August 28, in response to Dr. Sambur’s entail, (||m|||||||||miPsent an 
e-mail to Major General Essex in which he stated: 

Sir, 

Residual value issue of rebating resale profit to the gov't is still in 
OMB's [Office of Management and Budget] hands They’ve never seen 
anything like it before, and after 2 wetda of chewm^ui^ive not 
vetoed the ctmeept However, when I spoke with|||||H[[H|Htoday, 
he cautioned me that 767 is so political that his inpulismilvMvice - 



1 defer to Mrs Druyun on the question of tidking to SASC [Senate 
Armed Services Committee] staffers 


’Removed forreasmi stated in the initial asterideed footnote. (Thereferenoeisalsoonpage I7S.) 
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September 2002. On September 4, Mr. William C. Bodie, Special Assistant to 
the Secretaiy of the Ait Force sent an e-mail to Dr. Roche discussing a Defeme 
Week Daily Update “EADS [European Aeronautic Defence and Space 
Company]: Our Tanker Offer Cost Less Than Boeing’s ” In the e-mail, 

Mr. Bodie stated: 

We don’t have to tmi the other cheek, you know I’m ready to tell die ICongtesslonal Record | 

truth ^KHit Airbus’s boom, footprint, and linanctal sbottcmning But 1_— 

maybe we should sleep on it 

On September 4, 2002, in response to Mr. William C. Bodie’s e-mail. Dr. Roche 
sent an e-mail to Mr. William C . Bodie in which he stated: 


No, Sir, save it and blow him away. He admits that they were not Icongrussional Record! 

technically qualitied! And, we keep their record of bribes as our trump * ' 

card! Jim 

On September 4, 2002, Mr. William C Bodie sent an e-mail to Dr Roche in 
which he stated: 

H^Menjoyed it [Defense Week Daify Update: ‘EADS; Our Tanker 
Offer Unless Than Boeing’s*]. I wonder if .. mind is supple enough 
to grasp what we’re uying to do. 1 know Rumsfeld’s isn’t. 

On September 4, 2002, in response to Mr. William C. Bodie’s e-mail. Dr Roche 
sent an e-mail to Mi. William C. Bodie in which he stated: 

Go to sleep! Tomorrow is another day in the mineOeld lim 

On September 5, 2002, Ms Druyun sent an e-mail to Dr Roche in which she 
stated: 


I read with disgust the article on Airbus taitkers from the new EADS 
European Aeronautic Defence and Space Company] CEO (Chief 
Executive Officer] of North America WhatBS [sic] ... should not have 
been surprised at the slime ... his day of reckoning will come hopefully. 


ICongressional Record*] 


On September 5, 2002, in response to Ms. Diuyun’s e-mail. Dr Roche sent an 
e-mail to Ms. Dniyun in which he stated: 


ICongrussronalRecordl 

ovet the next few years untii EADS [European Aeronautic Defence and I i 

Space Company] got rid of fatm! Jim 

On September 1 1, 2002, Dr.. Sambur sent an e-mail to Dr. Roche in which he 
stated: 


Bo» 

I kicked off the efTort to establish a *need’ justification for the taiJcers 
Hc^ to i»ve a concoitua] frameworic ready die end of die week. 
Spwe to Robin [Cleveland] after die mee^ to teil her that the 
economic justification is not a slam dunk fcs- either position (purchase or 
lease) It is more a push and a sii^t change in the interest rates can flip 
die analysis. At the end of the day, we have to prove that there is a 
TRUE z»ed and that there are other advantages to leasing (earlier. 
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delivey, affordability, etc) that make it a good business deal. It is going 
to be a tough sell given the other factors such as liability and 
indemnification 
Marv 


On Septembei 1 1, 2002,1 
Air Force Dir of Glol 

Director of (ilobal Reach Programs;! 

Air Force Director of Global 
the Air Force (Acquisition);! 
the Air Force Director of Glol 
Mobility DmsiQ^D|Qc^^h^i^race 1 
the e-mail, ^HHHmiHIPstatt 


OflRceoffte 

.each Fro 0 :ams, Office ot the Assistant Secretary of 
:nt an e-mail to N^or Geii^ Bill Essex with a cc; 

of Ore Air Force 
Office of the 
ssistant Secretary of 



togmans; 
Director of 
ted that: 



ice of 


grams . In 


Sit, 

Proposed message is below. 1 think we are on the hook to contact AMC 
{Air Mobility Ounmand], FM [Office of the Assistant Secretary 
(Financial Management and (^mirtmne^, AFSAA (Ai^Qro^li^^ 
jl^Analysis Agency] surd at Rand HHHiHB' 

flHHpwas to contact AFMC/CC {Air Force Materiel CommandJ, 
Aging Aircraft SPO [System Program Office], 135 SPO, and Boeing 
authois of ESLS {Economic Service L ife Study]. 


Today die Office of Management and Budget met with die SECAF 
[Secretary of the Air Force}, Or. Sambor, and Lt Gen [Lieutenant 
General] Zettler peputy Chi^ of Staff fcr Installations and Logistics] 
regarding air refueling tanker recapitalization 0MB [Office of 
Management and Budget] presented their analysis of the KO-13S costs 
and service life projections concluding that dim is no requirement to 
recapitalize now, or in the foreseeable future. OMB’s principle source of 
data was the Feb 2001 KC-IOS Economic Service life Starfy (ESLS) for 
histmical data^ffiture piojectioiis and Ail Force SORTS [Status of 
Resources and Training System] Database for mission enable rates 


SECAF has committed to work with 0MB to identify a sensible 
replacement plan for the KC-135 aircraft To accomplish this, the USAF 
[U S. Air Force] must provide a compelling case to CAIB for 
recapitalization. SECAF has committed to providing the case by next 
Thursday, 19 S^ [September] 02 

Need youi siqiport to make this happen. SAF/AQ [Assistant Secretaiy of 
die Air Ftace (Acquisition)] and AF/LG are establishing an ad hoc mam 
to support this quick turn effort, and will kick it off dus Friday, 13 Sep 
02 2 i 0800 in the 14th floor conference room (SAF/AQQ) 1500 Wilson 
Blvd, Arlington, VA 20330. We need you to send your top raepert on 
KC-13S supportability and service life/recapitalization to diis meeting 
widi the intention that they will woik non-stop dirougb next Thursday the 


Specific task at hand is to explain why the USAF believes the ESLS was 
too optimistic and provide data to st^poit dus claim. Additionally, the 
team must explain and focus on whM has changed in operations and 
maintoiance since Feb 2001 . All must be supported by cold hard facts 

Please assure your expert knows of and has inunediate access to all of the 
documentary evidence the team must have to build the case SECAF has 
promisedL 


99 







119 




120 


Management and Ck 
Seca’Waiy of the Air 
Legislative Liaison;| 
Division, OfB(» of v 
Carter, Militaiy 


HH^HHOfnce of the Air Force Vice Chief of Staff; 
!!^^^^m|||||||H^|^H|Conild^ Assistant to the 

f AB^B^^^^^SRaSn; Brigadier General Thomas L . 
distant to the Director of Legislative Liaison; Bn||di|r 
' ~ 'Office of Air Force Legislative Liaison^||H|^0 

Office of Air Force Legislative Liaison. In his e-mail, 
6y Bamidge stated: 


Late y«terd) 9 , [a Rqnesentative] made a late notice visit to Andrews to 
see m iie«^32^Ji^ml|||£d with what he.saw. Of note, however, 
he pulled mHHHHHP ^ support [the 

Representanv^i'i. vxit) »n/t mi«wt that he, [the Represeatattvel had 
l”* J A# ref 767 lease. Smd, ‘jp'* 

S ’-3i ' - 5 ^ ,A^-J agrSsd tto we ne«l to make this woA ’ Also told 
that he ([the Representative]) ‘...will work with SAC [Senate 
opriations Committee] leadership to ensure initiative comes 


Additional data point; if^ronosed HASC [House Armed Services 
Committee] language is [s]till more restrictive: 

‘The Senetaiy of the AF [Air Force] dial] not enter into any lease for 
tanker mrcrafi until tiie Secretary submits the report required 
section 81S9 (c) (6) of the Departrml of Defense Appropriations Act, 

2002 and obtains authorization and apprt^ation of ninds necessary to 
enter into a lease for such aircraft consistent with his publicly stated 
conunitments to the Congress to do so ’ 

Dr. Rodie, we will rehighlight [the Representative's] position in your 
email prep ^ireparation] tefore your office cal! with [the Representative] 
new Wed, 25th, 1800 

On September 22, 2002, in response to Lieutenant General Duncan McNabb’s 
e-mail, General John Jum[«i sent an e-mail to Lieutenant General Duncan 
McNabb and Dr, Roche with a cc: to Mr. William C. Bodie; General Robert H , 
Foglesong; Ms Druyun; Major General Bill Essex; Lieutenant General Joseph H 
Wehrle, .Jr.; and Major Genera] Leroy Bamidge in which be -stated: 

Tanker numbers much different than 1 expected Good chart 

On September 23, 2002, in response to Lieutenant Genera! Duncan McNabb’s 
e-mail, Ms. Druyun sent an e-mail to General John Jumper, Lieutenant 
General Duncan McNabb, Dr. Roche, Major (jenwal Bill ^sex, and I>, Sambur 
with a cc: to Mr. William C. Bodie; General Robert H. Foglesong; Lieutenant 
General .Joseph H.. Wehrle, Jr.; and Major General Lacy Bamidge in which ie 
stated: 

I do not agree with the AUPP [Average Uuit TTocurnnent Price] bemg 
used in tile tanka dian Our lease price we have negotiated I wmiid 
characterize as a one time [g]ood deal . I expect it wni be higher, closer 


’Removed for reason stated in the initial a^erisked fodinofe (The reference is ^so oh page 13.) 
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to the price being paid the Italians who are not getting digital coiricpit 
etc VS- our cor^giuation i aiso know what die EADS [Europ^ 
Aeronautic Defence and Space Company] ^oposal was and Boeings was 
better for die Italians 1 would add ^proximately $30M [mHlion] to the 
AUPP for each aircraft. If the 767 line is shut down the number will be 
even higher. 

On September 23, 2002, as an update to her earlief response to Lieutenant 
Gener^ Duncan McNabb’s e-mai), Ms Druyun sent an e-mail to General John 
Jumper, Lieutenant General Duncan McNabb, Dr . Roche, Major General Bill 
Essex, and Dr Sambur with a cc: to Mr William C. Bodie; General Robert H 
Foglesong; Lieutenant General Joseph H. Wehrlc, Jr ; and Major General Leroy 
Bamidge in which she stated: 

Should have read ‘one time good deal’, to early in the AM to type!. 

Bpttcnn line is if we recalculate the numbers with a higher AUPP 
[Average Unit Procurement Price] you will have fewer tankers available 
I have asked AQQ [Office of the Director of Global Reach Programs] to 
recalculate 

On September 23, 2002, in response to Ms Druyun’s e-mail. Lieutenant 
General Duncan McNabb sent an e-mail to her in which he stated: 

Darleen, 

We got the numbers from Bill and his folks — I’m not sure what the 
caveat needs to be— but just let us know. 

On September 23, 2002, in response to Ms Druyun’s e-mail. Lieutenant 
General Duncan McNabb also sent an e-mail to. Brigadier General Raymond 
Johns, Deputy Director of Programs, Office of the Air Force Deputy Chief of 
Sl|fffci^l|^^^mgrams; and Major General Bill Essex with a cc: to 

Associate Director, Office of the Director of Programs, 
Ontc^nhe Air Porce Deputy Chief of Staff for Plans and Programs; Major 
General Gary Heckman, Office of the Air Force Deputy Chief of Staff for Plans 
and Programs; Major General Kevin Chilton, Office of the Director of Programs, 
Offic^rfA^^I^Qjj^eputy Chief of Staff for Plans and Programs; 

Office of the Directorate of Strategic Planning, Office 
ot the Air Force Deputy Chief of Staff for Plans and Progrms; and Major 
General Ron Bath, Director, Directorate of St:«cgic Planning, Office of the 
Air Force Deputy Chief of Staff for Plans and Programs. In Sie e-mail, 
LieutenantGaicral McNabb stated: 

Riy/Bill, ' 

I’m not sure what the problem is here— thought it was a pretty straight 
forwffid question and we got ftst numbers from AQ [Office of the 
Assistant Secretary of die Air Force (Acquisition)}-TWh3t’s up? 

On September 23, 2002, in response to Ms. Druyun’s e-mail, Dr Roche sent an 
e-mail to Ms Druyun, Gen«al Jedm Jumper, Lieutenant General Duncan 
McNabb, Major General Bill Essex, and Dr Sambur with a cc: to Mr. \WIIiam C. 
Bodie; General Robert H. Foglesong; Lieutenant General Joseph H. Wehrle, Jr ; 
and Major Genera! Ler<^ Bamidge in which he stated: 

Ok, Uai^lM’s resolve this and get the charts reissued Thanks much 
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On September 23, 2002, in response to Ms Druyun’s e-mail. Dr. Sambur sent an 
e-inai! to Dr. Roche, Ms. Druyun, General John Jumper, Lieutenant 
General Duncan McNabb, and Major General Bill Essex with a cc: to 
Mr William C Bodie; General Robert H. Foglescmg; Lieutenant 
General Joseph H. Wehrle, Jr .; and Major General Leroy Bamidge in which he 
stated: 


Boss 

Darleen is conect th^ Ae purchase price will be higher and thus the 
number of taidcers that can be purchased will be lower. However the 
nrain thrust of the chart (that is independent of purchase price) is that we 
will have only I plane delivered ^ 2009 (if we go aexording to the 
POM) and 67 planes delivered 1^ 2009 (if we lease).. Thus we get the 
planes signihcantly sooner and avoid the corr^ponding O&M (operation 
and maintenance] bills. On the ‘sigtrtficantly sooner issue' we have 
developed a new requirement chart in concert with Oen [General] Handy 
that reflects our tadcer needs in line with die new homeland defense 
requirements. The analysis is secret but the data dramaticaily supports 
our lease argtunent!! We will show 0MB [Office of Management and 
Budget] our new analysis and would like to show you and the Chief the 
presentation as well. 



ajor General Essex forwarded Dr. Sambur’s e-mail to 
Office of the Air Force Director of Global Reach 

le Assistant Secretary of the Air Force (Acquisition). 

On September 2.3, 2002, in response to Lieutenant General Duncan McNabb’s 

e-mail concerning Ms. Druyun’s e-mail. Major General Kevin Chilton sent an 

e-mail to Lieutenant 

in which he stated; 


Sir, 

Talked to Gen [General] Essex, fhe|mimPHpper jet number 
they gave us had two reasonable assumptions in it One, to the 767 
production line would not be shut down in the interim and bave to be 

re-started, and two, that the Air Force would be able to negotiate a 

mul%ear purchase deal Another mitigator is that if we secure a 
production deal near the end of Boeing's 767 production fot airline 

customers, to we would be able to get some of the same benefits 

(reflected in a reduced price per jtil) w^imyed from Oj^^-lO 
purdiBse That said, Mrs Druyun feels thefl^Hnumber isfl^low 
Wejul^|compute the purch^e #s using figure and include 

the^^Bnumbers on a separate line with an astenx [asteridc] that lists 
the assumptions I've discus^ 


On September 23, 2002, Major GMgg^ijMR«M^j]W|T^d Major 
General Kevin Chilton’s e-mail to|||B|imHH||Boffice of the 
Air Force Directed of Globa^eMM|r^rmn^ottm^^^Asji|tant Secretary of 
the Air Force (ACquisition);||||P|[|HHpi||PHH|||||P Mobility 

Di rei^ ol Gl(^ ft ogrtoits; 

Office ofthe Air Force Director of ’ 
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igrarns, unice oi 
lail to 


Mobility Division, Office of the Air Force Director of Global Reach 
ograms - 

On September 23, 2002, in res{»nse to Major Gen 
; Major Goieral Kevin Chilton’s e-mail,! 

Office of the Air Force Director of Global 
;of 
iam 
ssex, i 

in which be stai 


I just got off the phtHie with 

Dr Sambur's office Dr. SaoiDunvomdliK^^lnau^toe costs on the 
tankar chart below for both lease and purchase (add tworows to the 
table). He would tike it in a poweipoiut slide. He only wants the tanker 
infotmalion in a powetpoint slide. Fonoat of the table will now include 
the following rows: 



Lease Then Purchase 

Cost 

Blank 

04 POM (Program Objectives Memorandum] Purchases 
Cost 

04 POM Delivaies 

If possible, he needs this by COB [close of business] today, 23 Sep 
[S^tember] 


On Seplj 


jsent an e-mail 

Jpgram Executive Ofll^ for Strategic Fromms; 

I Aeronautical Systems Center;m|H 

’ " |j Systems Centerwitna cc: to 

which be stated; 


dow do you pixpose 1 answer this tasker from Dr Sambur [sic] 


We haven’t seen any new budget numbws fiom foe SPO [system 
program office] since early August 


Will have to use the August numbers, but ^ce this will be the first time 
the SA£ [Service Acquisition Executive (Dr. SamW)} sees costs 
associated with the lease, not to mentiOD SECAF [Secretary of the 
AirFmce] and the GOs [general officers] on the Staff, I wmit to m^e 
sure foey are still roughly valid. 



SPO [system nogram office] has request per yotu- email, A suggeaion 
on tile POM Rbogiam Memoranda] price vrauld be to no! 

assume multiyear and use^^0 negotiation spreadsheet to calculate a 
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price based on not as big [of a] discount on Green [aircraft] and less 
learning oi early mod [m^ftcation] installation. 



Will use ISO for lots 1-4 per Mrs. Druyun Will assume MYP [multiyear 
procurement] of ISO tfaoeafter . 


Cta September 23, 2002,1 



bent an e-mail to 
itn a cc: to 
in which be stated: 


questions 
answers providi 


1 relayed the following three 

natoij. eeds answers by 1100 Recommended 
Recommend approval for release 


1) What is the effect on the lease pr oposal if the general provisions 
requested by the USAF [113. Ait Force] are not included in the bill? 
[Emphasis added ] 

Al) The provisions will allow the USAF to carry termination liability 
as a contingent liabilrfy and will not require the service to set aside 
the liability amount. The lease deal l^omes nnaflbrdabit if the 
termination liability bills most be specifically budgeted. [Emphasis 
added ] 


2) What is die annual bill for tennination liability that must be budgeted 
iot under OMB's [Office of Management and Budget] mies? . 



3) What is the schedule for going on contract and what is the leased 
aircraft delivery schedule? 


A3) Boeing and, USAF remain in negotiations The negotiating team 
projects a December Contract award, if AF [Air Force], OSD [Office of 
the Secretary of Defense], OMB (Office of Management and Budget], 
and Congress concur' with 'die negotiated lease. Based on a December 
2002 contract award, the deliveiy schedule is; starting in FY06 
1 l/l«a0/20y20/13 (last delivery is FYl 1) 

Gn September 24, 2002, as a followup to his e-mail of September 20 to 
Dr Roche, Lieutenant General Duncan McNabb sent an e-mail to Ms. Druyun, 
Major Genera] Bill Essex, and Dr. Sambur with a cc: to Major General Kevin 
Chilton in whidi be stated: 

Marv/Darletm/Bitl 

Here’s die e’mail I’d like to send to the SECAF [Secretary of the 

.Air Force] and CSAF [Chief of StalFAir Force] this morning. My folks 

sqy you are ok now with the profile (given diat we have the flexibility in 

the MILCON [Militaiy Construction (Appropriation)] to absorb the 

possible increase). I’ye highli^ted die point you mtdce about the real 

issue being<.dw 67'\«',! deliveries With your coord [coordfcationj,:&''-i:8‘ - 

like to get this out this morning 
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Mr; Secrmry/Chief, 

The KC-X roM [Program Objecdves Meroorandum] schedule I sent ycxi 
on Friday is still crnrect. We have reconfirmed witt AQ [Office of the 
Assistant Secietaiy of the Air ?<xce (Aapiisition)] ttat we have enough 
money laid in to purchase the 21 aircraft in the Fj^^^ymr^^ats 
Defense Prc«ram}— ev«i if the price increases 
aircraft that Darleen higUi^ted m her e’n^ If tn^tc^^nlp^ we 
plan to make an adjustment in bow we lay in O^MILCON, but we still 
have an executable plan (we ^ve laid in overflH^in MECON firom 
06-09 and could pu!^ some of it to FYIO and FYll) 

Both Sambur and Darleen believe the moa m^rortant point is tfi^ 
undo' the lease you wll have 67 aircraft delivered by 09, while under the 
pindiase appre^ in the 04 PC^ vre will only deliver 1 (given the 
two yeas from purchase to ddhrery) 


On September 25, 2(102, 
Programs, Office of the A 


Air Force Strategic 


e-mail to Brigadin' Genera] Ted F. Bowlds, Program Executive Office for 


Strategic Prog 
(Acquisiti^V 


Jjiector of 




Global Reach Programs; and ^ 

Air Force Director of Global Reach Programs. In the e-mail, 
provided notes on tanker meetings with the Chief of Staff of 
Secretary of the Air Force: 


Qffi^^lj^Ajjijiant Secretary of the Air Force 
^^^^^^PHjpProgram Execudve Ofiice for Strategic 
Aeronautical S;ystems Center, and 
the Aenmautical Systems (Center with a 
of C^lobal Reach 

of the Air Fore^irector of 




Mobility 
the e-mail,! 


orce and the 


eSAF [Chief of Staff of the Air ForceJ Meeting 
-Focused on need, show availability in our year as ‘fuzzy’ ‘unknown,’ 
showing ESL [expected service life] projection is downward trend, with 
corrosion being one big unknown 

-Wanted to ensure SECAF [Secretary of the Air Force] knows POM 
[Program Objectives Memorandum] acceleration meant purchase d! but 
only deliver 1 inside FYDP (Future Years Defense Program] 
-Recommended Siat we show cost avoidance of retiring l35Es to SECAF 
-Chief stated that ‘you don’t need to sell me’ ‘this made good sense ftom 
the start’ 

-tEiief stated he was optiffitstic 
SECAF Meetiiig 

-Termination liwiiity addressed as issue needs to be fixed by Congress 
or not able to execute deal 

-4virs Druyun mentioned that Congress allowed us to waive TL 
[tomination liability] for the Guifmeam V contract 
IFunding identified as issue; XP [Deputy diief of Staff for Plans and 
Pro^ams] pushed for strategy to approach how we get additional S2B 
[billion] ror lease inside TYOf. XP addressed at aid of meeting again 
mentioning dial we could pu^ for OSD [Office of die Sectary of 
Defense] to provide money much like we did a fcw.y^ bade with C-17 
National Airlift Fund. SECAF acknowledged that TRANSCOM [U S 
Transptutation Command] (working capital fiind) k setup to breakeven 
and not p^ feu recapitalization costs. 
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-SECAF stated that we don’t want to put anothn dime into these old 
■■135ES 

-SECAF stunmarizedk^ jjdirite 

1) Mission of tankers dramatically changed and we now reiiiel 
everybody 

2) Estimates on maintenance costs inraeasing with rate of drange 
growing at first derivative fimctioc 

3) Lease 100 a/c at a time is good strategy . We leant, obs«ve, 
retire old ones, return leased or keep, and figure out wdiat ri^t quantity 
and mix should be . Flexible strategy 

-SECAF tdew is that lease is hedge or insurance policy for staying on 
'blue line’ (most likely availability). We have no experience with a/c this 
old. 


•Asked dx>ut rebate. Explained if sold to another customer AF 
(Air Force] keeps anything received over loy^alanc^^ 

-Dr.. Sambur mentioned r^l from Boeing, fHHIP stating we are 
getting good cnrportuni^/deal 

-SECAF asked about cost of rtahters Seemed high to him What did it 


stating we are 


include? Wanted to make sure Boeing wasn’t padding the number. After 
scnne erqtlatration that it covered more than 6 years and went out to 
FY 17, he feh more comfortable Action item tdren by Mrs. Druyun to 
provide more infotmation on what was included in tranters 
cost/justification. 

-Asked about fixed rate of bond not being variable after takeout, asking if 
shows up in price of bond. Yes sir, fixed rate bonds. 

-Asked about commercial insurance ending if you buy Yes 
-Asked about word Smart Tanker on chart for recap options questioning 
whether cost for that Smart package included here or in another cost 
package. Answer was cost was in another package. Mrs. Druyun 
mentioned that the 767 had the growth laid into it for the Smart Tanker, 
spiral 

-SECAF questioned whether the NPV (net preserit value] had the cost 
avoidance included. Answer; no, just complied with A-94 which doesn't 
allow it. 


-SECAF mentioned that the AF business case for POM [Program 
Objectives Memorandum] (purchase) would have to include big costs for 
AFMC [Air Force Materiel Command] ‘monster program office’ 

-SECAF questioned assumption for last ahemative of reengine, wait, 
then be forced into a developmental platform. Why not 777? Some 
explanation was provided that it was too big for need with not a lot of 
extra offload for size, but it was acknowledged that depending on 
strategy it could ftilfill some of refueling requirement (like KCO 0$) 
-SECAF wanted to know average age of 135 in 2020; 60 
-SECAF agrees with briefing We have a good deal to bring forward 
WE have good deal for taxpayer and DOD . 


-Next steps 

-Brief Pete Aithidge before leasing panel 
—Have Mr Aldridge send memo to Rumsfeld and Wolfowitz 
—Go back to Ohffl [Office of Management and Budget], label it 
draft, ask if they have a problem if we discuss with Congress 

-Get [a Representative] to look at it and get his read since he sided 
with [a Senate] before. 

-Get vrith Lease Panel 


—Caveat deal contingent with working cut issues (such as IL 
[tennination liability!) with 0MB and Congress (need to see where we 
are witii termination liability, Gulfstream may be precedent) 

. --Ccmgress ro^ decide not to return to session depending on what 
happens in elections. 

-Gen [Genertd] Zettler questioned if committees have to ok 
—SECAF stated tiwt ifwe still get lepmt to staff in early Dec, and 
Congress (Senate Armed Services Committee) pushes for bearings then 
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we may be ia fte Spring. But we only need new IL language in this 
KaJ^monn^ion conference 

-SB^miPquestioned lease policy if Navy trying to ga out of lease 
and we are pursuing erne. 

-Navy did stupid lease. 

-SECAF statM timing is different now. SECAF noted tiiat people 
need somewhere to put moi^ now since mailcet is down Braids are 
good invesenent, the money is out there. This is good rate fra people . 

•Oeneral Baker, AMC [Air Mobilitv Cranni^] vice, stat^ tiiat 
although it was stated that this plane b a I fra 1 R ^uivalent; it still 
brills cuher beneiits/capabilities to warfi^to- including better 
avmlability 

—SECAF noted that yes it also helps freighter position 
•SECAF stated that we s^l needed to tell Got [Graieral] hfyers that we 
need to keep some 135s until they reach age 80. 

Dr. Sambur Follow-Up 

-Need to add cost avoidance Cautioned that since 767 has O&M 
[operation and maintenance (appropriation)] bill also, avoidance may not 
really be that great Explairied that its hard to get rqrples to apples CXS 
[contractor logistics support] vs organic. Mrs. Druyun stated tiiat the 767 
also has nonrecurring p^ons of costs built in Dr Sambur said its got 
to be less to maintain a riew plane Said if can't get exact ^ples to 
^les, still need a{q>lesauce . 

October 2002. On October 7, Dr. Sambur sent an e-mail to Dr. Roche in which 
he stated: 


OMB correems are all answerable, but not irrefutably so For example, 

Requirements - They view our ^uirements chart and maintain that the 
delta between treed and availability is bogus given that we have bear able 
to live with the deficit for so many years (and especially during- the 
present conflict) Our answer is that we have been playing Russian 
roulette 

Refund sdieme They view the scheme as very clever but violates the 

congressional rules and the operating lease requirements Our answer is 

that we have no commitment to buy the tankers Onljyyejjemejmp 

get a payback should they sell the t^ers for more than^mHH 

Commercial lease Th^ view tiie market for tankereaSOTl^teIi^_„...<c»s; ■- 

military (which violates the operating lease rales) We assert that they 

may be correct but the residual value is based on the commercial use of 

the planes as commercial cargo transports and not as tankers. The 

resioual value has the ccsivosion to transport already baked into tiie 

price 

Modification of the 767 They argue that we have violated the 
congressional iai^uage that quires a green plane. We answer by 
pointing to the congressional dialog tiiat defines a green tanker. 

You may have to have another high level meeting with (Robin 

[Cleveland]) to discuss these issues 

Marv 



'Removed for reason ^ted in tiie initial asterisked footnote (The frrst reference is also on p^e 14 ) 
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On October 7, 2002, in response to Dr Sambur’s e-mail. Dr. Roche sent an e-mail 
to Dr. Sambur in which he stated: 


Robin’s ['Clweland] folks'persist, thra wtcim ^ther to review 
Jim 


But, if 


On October 22, 2002, General John P. Jumper, Air Force Chief of Staff, approved 
the “Operational Requirements Document, AMC 004-01 -B, Air Refueling 
Aircraft Program, ACAT [Acquisition Category] Level 1C.” 

On October 22, 2002, Dr. Sambur sent an e-mail to Dr Roche in which he stated: 


Boss 

Our probiem is that we do not have a good answer to why we claim that 
we have a[n] urgent need for tankers BUT we are retiring 67 KClJSE’s 
in the FDYP (FYDP (Future Years Defense Program)] to save $1B 
[billion] BUT we need an additional $1 TB [billion] to lease the tankers 
Our other problem is that we have a parametric approach to deriving 
pricing that has black ma^c associated with die weighing function I 
tried to give an intuitive interpretation that went down better but our 
inability to explain in a concise manner the complicated weighing 
function is an issue I am working with our people to develop a more 
concise explanation 
Marv 

On October 28, 2002, Dr Roche sent an e-mail to Dr Sambur with a cc: to 
Ms. Druyun in which he stated that 



On October 28, 2002, in response to Dr. Roche’s e-mail, Ms. Druyun sent an 
e-mail to Dr. Roche and Dr Sambur in which she stated that: 



'Removed for reason stated in the initial asterisked footnote. (The second and third refoenccs are also on 
page 208} 
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On October 28, 2002, in response to Ms Dniyun’s e-mail. Dr, Roche sent sin-- 
e-mai! to Ms. Druyun and Dr. Sambur in which he stated: ' 

Darleen, I don't doubt you fen- a minute. My point was diat, once 0MB 
[Oilice of Management and Budget] and fbe Vm [White House] take the 
lead, th^ own the responsibility! Let [a R^esentative] deal with them! 

On October 29, 2002, in response to Dr. Roche’s e-mail. Dr. Sambur sent an 
e-maii to Dr. Roche and Ms. Druyun in which he stated: 



^ ' ♦- 


On October 29, 2002, in response to Dr. Sambur’s e-mail, Dr Roche sent an 
e-mail to Dr Sambur in which he stated: 
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November 2002. On November 5, Ms. Druyun submitted a letter to the 
Air Force ethics office, recusing herself from further negotiations with Boeing 
and retires mid-month. 






On November 16, 2002, E>r, Roche sent an e-maiJ t 
Boeing in which he stated' 

(jUl think if s time m raise some ^ebrows, if not an alaurm, about the 
poor Hi!l and AdministratioQ support the Air Force is getting from 
Boung Specifically: 

1 ] am unh^py with the bland ^port we received on the C*I7 
fending ixutiafive Of course, we will comply wi& Ha SAC^iAC 
[Senate Aj^jtmriations Committee/House Appropriations Cc»TiinittM] 
direction to fully fimd die [C-J17 this year. But, any Boeing notion that 
"wt will rob others to make up for tins problem would be arrogimce of the 
first OTder. Believe me, Boeing \nll face at least it’s &ir share of thb 
unemected hit to our POM [Program Objectives M«fnorandttm] . You all 
did tittle to help tite Congress understand and accept our agr^ to 
apprt^h. It was our mutual responsibOity to ^plain tM Our 

pi^le fell veiy Iwicly. 

2. [A Senator] has written the building asking about Ha suppos«l 
overrun on tiie F/A<22 EMD [engineering and muiufacturing 
developm«it} mogram Hello? Why di&’t the one third {MUtner on die 
progrmn take me time to help the stan of the seniM^ Senator of the state in 
whi^ its mil [military] sectM' is It^ed? More B^in^goynce? Or, 
are your people asleep? Do you not care about the^HjjUjjjlllPwhich 
you would lose if the ^/A>] 22 went down? Given your ntm^postUon on 
tire 35 [F-3S, Joint Strike Fighter], I’m stunn»l about the blasd approad) 
^^^ve taken re the 22 

flPPboth Johnny and I are seething over Boeing’s behavior Oh, if you 
ail don’t start talking up the [Boeing] 767 lease Mriten you visit OSD 
[Office of the Se(»«tary of Defense] colleagues, you will see that 
program go down (we understan^ai the staff is buildin^m a head of 
steam to st^ the lease). Oee,|||||||p when 1 knew you and^B, I had the 
sense you wanted to make in(mey. Guess 1 was wrong^’m off to 
PACAF [Pacific Air For^], but Marv Sambur is here Time for some 
senior mgt [management] attention, Old Friend. 

Be well. Jhn 


On November 19, 2002, Di. Roche sent an e-mail to Mr^ Aldridge with a cc; to 
General John Jumper, Air Force Chief of Staff; Dr, Sambur; and Mr. William C. 
Bodie, Special Assistant to the Secretary of the Air Force in which he stated: 


Pete, old Buddy, you have been our strongest supporter on the issue of 
the lease 1 now hev that your staff is telltng^is that you are we^ening 
Please don’t Here is s<»ne food for thc^bt: 

(1 ) Regardless of 0MB [Office of Management and Budget), the deal is a 
gc^ <me for tiie taxpayer. 

(2) Ev^ time we come forward witii scunething good for the tanker, 
Ha bureaucrats (including yours) fed that Ifa^ have to fight it ([ob 
security?) 

(3) To delay for two years to do an AoA (analysis of alteniarives] is 
simply silty. If jnst means two more years of wasted repair costs on 
the £ models; a waste of taxpayers’ money to some beltway handH; 
more boreaacratk delay by PA&E (Program Anal^is and 
Evalnation); and an end which is predictabk. [Empharis added ] 

(4) Since hniber ships, trucks, or tiny planes can serve as tankers, we 
will be looking at big planes. Guess vriiat? We’re already tb^ We 
will waste memo' and have nothing to show fo* h. 

(5) Hey, ^ can extend tiie life of the £*s and re^gine them! We’ll titd 
doesn’t pass Cram’s li^oiwt’s test; it means we will be flying SO year 
old planes in a few '^ea»4li- Average age is now between 42 and 
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44 Re-engining won’t solve the inherent catalytic corrosion 

problem. More waste of money 

(6) Gee why didn’t we [goj for 50 cm- 60 or 70 year old Air Force ones? 

How many of <Hir bt^ucrats fly in such old planes? I’m getting used to 
some in their late 40s, but I’m not so picl^! But, v^y don’t we make the 
Navy sail ^ ytse old destrt^^? Or submarines? Because it's dumb 

(7) If we wa^ (hoe iRS^ not be a 767 hnef cw w convert used IcoJ^eSnaTRecord) 

cmes? Here vre go again. We can waste money with half measures that t . ■ ! 

are pemw wdse and pound Iboli^ . Why not do dte same for ^{»? OK, 

so we'U be R>fced m buy Frei^ airplanes 

(S) To kill this idea in OSD (Office of the Secretary of Defense] is proof 
diere m^ be wtnds like ’’i^uisition reform,” bt^ they are hollow 
The bureaucrats want to kec^ d^ng thin^ the same old ws^, adding tinie 
value tot krts of cose 

I can only keep my s^ity by remembering advice to me yeare ago: 

’there are limits to the sti^idity any one man can }vevent" Oif to 
Okinawa! Jim 

On November 20, 2002, in response to Dr. Roche’s e-mail to Mr. Aldridge, 

Mr. William C. Bodic sent an e-mail to Dr- Roche in which he stated: 

Good for yot^ boss ptir ] Aldridge may deny he’s been weakening, but 
the smoke signals are duck Aldridge interviewed with Anne Marie 
yesrerday, and although be wouldn’t comment on specifics of any deal 
and was keeping an open mind, he indicated diat in general terms he 
would have concerns about teasing wh«i/if buying was chipper. That 
doesn’t jibe with his ^evious si^p^ f(»^ the lease from a NPV (n^ 
present value]/cash flow management perspective In addition, the 
sports seem to be pushing a ‘what’s the n^?’ line: buying is ch^per 
(we ‘exaggerate' the pun&ise cost of a green 767), therefore betrer; such 

a large o^nditure requires more ‘rigorous analysis’ thw the back-of- jCongressional Recordj 

the-envelc^ assertions by the AF [Air Force], hence an AoA [analysis of ' — ^ 

alternatives]; die AF hasn’t POM’ed [program objectives memorandum] 

for the lease, so how serious can we be? There is no ‘urgent’ need 

because the AF Is starring to retire the E’s next year ev^ without an 

Immediate r^iacement, so why can’t we be mw deliberative? Boeing 

will still be thtfe, making airplanes, so wtot’s the rush? Anyway, Airbus 

could make planes with mough American content If need to 1 rebutted 

all these arguments wirii Jaymie pTuman, The Special Assistant to Ac 

Secretary and the Deputy Sectary of Defense] (as you did with Pete 

[Aldrid^]}, but we might to in the 'power' phase with OSD [Office of 

the Se^^ary of Defense] qn 4his issue. Ii anyone can talk sense to 

Aldridge, however, it’s you ” ' • 

On November 20, 2002, in response to Mr , William C. Bbdic’s e-mail, Dr. Roche 
sent an e-mail to Mr. William C Bodie in which he stated: 


Ri^t I’m relaxed tm this one They have to take the burcauCTatic [Congr^ional Record] 

posiritm Jim 
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On Decembo- ] $, 2002,^^P^^HmH[Chief of Mobility and Special 
Operations Forces, We^OTTsystansTSiswiDivision, Office of Air Force 
Legislative Liaison sent an e^nail to Major General Leroy Bamidge, Jr^ 

Air Force Director of Legislative Liaison in which he stated: 


Gen [M^rCSenersl] Barnidge, 

As yoo know, there has been some conversation about a possible meeting 
wift [a Repr^entative’s] otiice (generated fiom die [Rqiresentative’s] 
office through Mr Powdl Moore), OSD [Office of die Secretary of 
Defense] and one AF [Air Forcri representative OSD^^Qffic^^thf 

» — . "'efense (Legislative Afrairs)]|H||||mi||P 

called [a congressional siaflerj this morning to 

etermme the (Kepresentative's] desire for the meeting 


- „ ' . ' This eliminates the need for 
a meetijig in imicb the AF, OSD, and the [Representative's] office were 
going to talk about the need for timkers ri^l now, 767 abUity to fill this 
ne^ and the 767 acquisition strategy . 


Way Forward: Where we are at ri^t now is diat OSD at the highest 
levels is getting together (D^SecDef, Mr. Aldridge, Dr.Zakbeim, 
Powell Moore [Assistant Secretary of Defense (Legislative Aflairs)], etc) 
to decide the ffeD way forward The decision will be to support the lease 
now or show why decision should wait until a later time. 1 am not sure 
when die meeting will occur, but waiting until March (the date 
onvimisl^jjvRi by OSD) is no longer an option. According to 
■|||H|H|^this will be-decided so(»i and it is mote now an issue of 
OSuacplLning why DoD shouldn’t do the lease tboi [sic] it is the AF 
explain!^ \^y we should (a reversal of the noimal process) I will keep 
youpost^ 
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On January 30, 2003, General John Jumper, Air Force Qjief of Staff sent an 
e-mail to Dr. Roche in which he stated: 



’Kemovisd reason stated in the Initii astmsked footntae (Thd^ference !s also on pageslSlsSv and 
210 .) 
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On Janiiaiy 31, 2003, in response to Genetal John Juinpei’s e-mail. Dr. Roche 
sent an e-mail to General Jiunper in which he stated; 


And, I had at Hiinsdif on &e deal in the mcming, noting as I pam[t]ed to 
tirem that, unlike businessmen who would understand how goM an 
oppornin% this was, tiiese Cotpoiate Staff bureaucrats (JJmv and Stevie) 
can’t get it. Don asked if I was special pleading. I said “yes ' ; And, 
hirtiier, would continue to do so. [Lawr^c^ DiRita (Princ^ Deputy 
Assistant Secretary of Defease (Iwlic Afimis)] antrounced that n^ 
commaits ‘were mought to you by tiie Boeiiig ComparQr .’ I didn’t rip 
his heart out. Don been programmed tire Tall Spore and askM 
about ‘opportunity costs’, etc to wdiich the i^Hhes jump^. But, when 
a^ed what was in tite budget, I had the chance to take a shot at tiie TS 
Uall Sprae] iff telling Don that we wouldn’t beartrt^ [sic] him by 
assuming fiiat be approved the lease; thus, tire budget had a Pete 
tiseii told him toe ‘whetr’ of the buy, arid Don said: ‘Not sorar enough!’ 
Through tire dsy, I have been asked by toe Spores to consider a lease of 
50 with an option for 50, and a 67/33 split Each time I tonind toon that 
toese haitbrained [sic] ideas would onfy be more erqpensive Don asked 
toat toe decision be deliyed until after he testified!!! Nc^ he doesn’t 
l-to.toych it But towe. is no doubt that he.undetstands .aw 


Febrtiaty 2003. On Febitiaiy 21, Eh. Sambui, Assistant Secretaiy of the 
Ail Foice (Acquisition) sent a memorandum, “KC-767 Lease Prt^osal,” to 
Mr Aldi idge, IJndet Secretary of Defense for Acquisition, Technology, and 
Logistics; and Dr. Zakheim, Under Secretaiy of Defense (Comptroller) with a cc: 
to Dt . Spruill, Dhector, Acquisition Resource and Analysis, Office of the Under 
Secretary of Defense for Acquisition, Technology, and Logistics; and 
Dr . Schioeder, Deputy Under Secietmy of Defense (Resource Plamiing/ 
Management), Office of die Under Secretaiy of Defense (Comptroller). In the 
memorandum. Dr' Sarabui stated that: 


The Air Force’s proposal to lease 100 KC-767s has truly been a ‘learning 
journey’ for all of us that have been working this new and innovative 
approach to acquiring needed c^ability tor our 'warfighters. Throughout 
the review process, the OSD [Office of tire Secretary of Defense] and 
0MB [Office of Management and Budget] staffi have challenged us wito 
maay thought-provoking questions, sevei^ of which have caused us to 
look deeper into the unique characteristics of leasing- One of these 
characteristics that seemed only secondary at first has ik>w emerged as a 
sigttificaid, primary lease advantage; tire multiyear nature of toe contract 
itself’’ 



'Removed for reason stated irt the initial asterisked footnote (The reference is also rm page IS .) 
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March 200.3. On March 14, Dt. Dov S. Zakheim Under Secretary of Defense 
(Comptroller) sent a memorandum, “Air Force Boeing 767 Tanker Lease 
Decision Memorandum,” to Mr. Aldridge, Under Secretary of Defense for 
Acquisition, Technology, and Logistics In the memorandum. Dr . Zakheim stated 
that; 

I have reviewed the draft dedsion packages on die KC-767 pogram and 
die comments to the ppkages submitted by the Piindpal Deputy 
Director, Program Analysis and Evalustion (PA&E). I support a numbei 
of die recommended changes proposed by the Principal D^uty Director 
(PA&E), and offer the following comments 

• 1 strongly recommend that a hew t^moach be ccmsidered by the 
Department in the negotiadma with Boeing. The goal of diese 
negotiations should be to reduce die price of ^ aircraft, n^^ess of 
die option selected-puichase .m' lease.: No less impordurt, 1 believe 
that you personally should lead the negotiadmis (my office and I will 
be Imppy to be of any assistance you deem to be nsefid). 

• The reference to waiving tmmination liability under Are purchase 
option implies, but does not explicitly s^ diat die tanker 
acquisition will be increment^ fended, which also will require a 
warver to the fell funding ptdr^ (If the procurement alternative is 
felly fended, the termination iiabOity waiver would be imnecessaiy 
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because die only tennination li^ility wcwld be the small amount 
associated with die advance procurement) Given die m^itude of 
this acquisition, fte decision to waive both the full fumling policy and 
the termination liability pohcy should be placed in a s^arate 
paragr^h 

• In his cornment^ die Princip^ Deputy Dhector (PA&E) indu^ a 
statement in the purchase option that the procurement of die KC-767 
should begin in FVOS. That statememt is unnecessary, giveD PA&E’s 
need statement whidi asserts that die KC'7d7 anciafl should be 
procured and delivered as quickly as ^sible usii^ a multiyear 
procurement strategy . 

* Regardless of the method of acquisition of the aircraft, I strongly 
believe that the KC-767 program should be designated as an ACAT 
[Acquisition Category] ID Major Defense Acquisition Program. 
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On April 15, 2003, Mi,. Michael W, Wynne, Pilncipal Deputy Under Secretaiy of 
Defense foi Acquisition, Technology, and logistics sent an e-mail to Mr. Jaymie 
Duinan, The Special Assistant to the Secretaiy and the Deputy Secretaiy of 
Defense with a cc: to Dr. Dov S- Zakheim, Under Secretary of Defense 
{Comptroller); Mi . Pete Aldiidge, Under Secretaiy of Defense for Acquisition, 
Technology/ and Logistics; and Mi . Wayne A , Schroedei, Deputy Under 
Secretary of Defense (Resource Planning/Management), Office of tiie Under 
Secretary of Defense (Coraptroller) In Bie e-mail, Mr Wynne stated: 


As I mentioned this mmnin^, 1 had shaped the program by working the 
configuration and the potenti^ financing hard wjdi the 100 airplane add- 
on. Pete Aldridge had a^ed the question as to where we were on fire 
reconciliation to the IDA [Isslitute for Defense Analyses) values, and 1 
received from the Air Force their assessment, but not IDa 

This afternoon, I took the reshaped program to 0MB [Office of 
Management and Budget); and they opinra that this was a reduced price, 
but wondered why we bad to ch|n|i^hy^figur^ion to achieve even 
remotely close to the IDA valuesfl^^lP, r^ich were for fire all up 
Tanker that die Air Force had sold them on earlio' They were not 
veiling to compromise on that configuration 

I probed about consequences to a broken negotiation regarding the lease, 
and got in return that if this went away, and was inst^ a multiyear in 
FY05 or FY06 they would be comfortoble widi tlrat, and so would the 
White House. .They also .indicated that die IDA values ^ould be 
reconciled to that business deal as well 


That re-set the baseline, and so here is our current strategy: 

1 Continue to reconcile to die IDA values, recognizing that for us they 
represent the tiqi end of our negotiadtm 

2. Re^et the configuration baseline closer to or at the Air fmce desired 
oonfiguration- 

3. t^anize a trip to Boeing if there is any chance that diey would agree 
to a sm^le price reduction, to illustrate: 

‘ - =’prce Agreed Configuration reduction resulted in at 


ve will require a raiaimum reduction off 
have a broken negotiation . 
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S Notify OMB and announce either way- 

this will not be easy, given the long history on tins deal, and the 
consequ«ices of a sudden change of heart. 1 would have erected that 
the concessicms should have and could have come as a result of 
configuration changes vdiich would have provided some cover for both 
teams. Recall, I gave them that oj^xtrtunify over the past two wedcs In 
tha absence .. 

We ^ould afibrd Boduig this last opportunlfy, and then call it a day for 
file lease. 

On April 15, 2003, Mr . Michael W Wynne forwarded his e-mail to Mr. laymie 
Duman on to Dr Sambur with a cc: to Nancy L. Spruill, Director, Acquisition 
Resource and Analysis, Office of the Under Secretary of Defense for Acquisition, 
Technology, and Logistics and stated; 

Marv; News, some good, some bad Tbe good news is that 0MB [Office 
of Management and Budget] stood behind the configuration that you 
desired, or as close to it as we could get The bad news is ^ they ^so 
stood behind fiie IDA [Institute for Defense Analyses] valuation, vdiich 
was vay close to their own, and will likely not get off that They want a 
simple price concession from Boeing Period Look at the strat^ 
below, and unless you want to go with roe and give this a shot, 1 fiiink 
fiiis is over. 




1 5, 2003, Dr. Sambur forwarded Mr. Wynne’s e-mail to 

Senior Vice President for Boeing Defense Systems with no comments. 


On April 23, 2003, Mr. Wynne met with the Office of the Secretary of Defense 
Leasing Review Panel for the lease of the Boeing KC-767A tanker aircraft as 
discussed in the following synopsis: 


Mr Wynne did a nice job keeping file meeting non-confroDtational, and 
exploring the factual bases for the differing Air Force and IDA [Institute 
for Defense Analyses] positions. Differences still exist in a number of 
areas, but no real mistakes are apparent, merely differences in 
professional judgments (e.g, Air Force uses commercial indexes, IDA 
uses DoD indexes) There seems to be only one area (cost of coital) that 
OSD [Office of th^ecogj^^Defense] will overrule IDA; this will 
move OSD roughlyflU^^^cioser to the Air Force poritioa 

Afterwards, Dr Sambur advised the team that the Air force is in trouble. 
It repeats fiiat a consensus now exists be^eejj^M^jnd the White 
House that tiie lease is only su^itable ^tHHHHHBper airci^ 
Rqxittedfy, Mr Wynne has this information and shared it hi confidence 
wifii Dr. SsBibur- . 

Bmtmn line: It appears the Air Force has to head back to ^ negotiation 
table wifii Boeing My concern is that the SPO [^ston program office] 
has eflectivdy lost crwbilify when IDAA>SD overruled Oe negotiated 
settlemoit they already reached. Unless someone firm seniw leadership 
gives the SPO top cover and authority, I doubt that Boeing wilt n^otiate 
with them. The Boeing local office is already saying firm fliqr want to 
negotiate only with IDA . 

. The ^a cmitinues .. 


125 













’Removed for reason stated in the Initial asteisked footnote (The reference is also on page 20 ) 


127 




146 






147 


On May 7, 2003, in re sponse to 
e-mail to HHIHB which 


he stated; 


e-mail, Dr. Roche sent an 


It’s time for the big guns to quash Wynne! Boeing won’t accept such a 
dumb contract form and price, and Wynne needs to ‘pay’ the appropriate 
price! Jim. 


On May 9, 2003, Dr. Roche sent an e-mail to Ms. RobinCleveland^ffice of 
Management and Budget, the subject of which was HHHHIH resume and 
cover letter attached for export, fit the e-mail. Dr. Roche stated: 

Be well. Smile. Give tankers now (Oops, did I say that? My new deal is 
terrific.) © 

Jim 


On May 23, 2003, Mr. Aldridge, Under Secretary of Defense for Acquisition, 
Technology, and Logistics sent a memorandum, “Air Force Boeing 767 Tanker 
Lease Decision Memorandum,” to the Secretary of the Air Force. In the 
memorandum, Mr. Aldridge stated that; 

After a comprehensive and deliberative review by the Leasing Review 
Panel, the Secretary of Defense has approved the Air Force’s proposal to 
enter into a multiyear Pilot Program for leasing general purpose 
Boeing 767 aircraft under the authority in section 8159 of the Department 
of Defense Appropriations Act, 2002. While the currently approved plan 
will provide for delivery of a total of 100 KC-767 aircraft, approximately 
67 of which will be delivered in the Fuhire Yeats Defense Program 
(FYDP), it is the intent of the Department to go beyond the initial 
100 aircraft as we begin the recapitalization of the airborne tanker fleet. 

The Leasing Review Panel conpared the merits and shortcomings of 
both leasing and purchasing the aircraft, and the Secretary determined 
that the lease option best satisfied military needs and was preferable for 
two primary reasons. First, the lease will require a lesser initial outlay in 
the FYDP. Second, leasing accelerates the delivery of aircraft. 

The Secretary of Defense approved this lease proposal contingent upon 
securing a waiver of the requirement to fiind termination liability and 
approval from the Office of Management and Budget. While the KC-767 
program is in its initial stages, I am designating the program as an ACAT 
[Acquisition Category] ID Major Defense Acquisition Program. In the 
interests of the government and the taxpayer, I direct the Air Force to 
work with Boeing to negotiate the best possible total purchase price not 
to exceed $131 million per unit and lease unique costs, which the Special 
Purpose Entity will be responsible for paying to Boeing, and which will 
form the basis for government payments under the lease. The total 
purchase price shall include a firm, fixed-price for the ‘green’ aircraft 
(767.200C) and for modifications and additional tanker equipment on the 
green aircraft. The Return on Sales (ROS) shall not exceed ■ for the 
green aircraft or for the additional equipment; and the configuration shall 
meet the minimum set of requirements to satisfy the Air Force’s mission. 

I further direct the Air Force to work with the Office of the Under 
Secretary of Defense (Con^troller) and the Office of the Director, 

Program Analysis & Evaluation, to finalize offsets in the FYDP to folly 
fund the lease plan. 

In addition, as mandated by the legislation, the Air Force shall submit a 
report to the Congressional Defense Committees before signing the lease 
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contract, and report back to Congress one year after the first delivery and 
annually thereafter. 

Finally, the Air Force shal 1 develop a long-range recapitali 2 ation plan 
beyond the current lease proposal and present that plan to the Secretary 
of Defense by 1 November 2003. 

On May 23, 2003, after about 2 years as the Under Secretary of Defense for 
Acquisition, Technology, and Logistics, Mr. Aldridge retired from the 
Government. Mr. Michael W. Wynne became the Acting Under Secretary 
Defense for Acquisition, Technology, and Logistics. 

On May 28, 2003, Mr. Michael W. Wynne, Acting Under Secretary of Defense 
for Acquisition, Technology, and Logistics sent a memorandum, “Air Force 
Boeing 767 Tanker Lease Decision,” to the Director, Office of Management and 
Budget. In the memorandum, Mr. Wynne stated that; 

After a comprehensive and deliberative review by the Leasing Review 
Panel, the Secretary of Defense has approved the Air Force’s proposal to 
enter into a multiyear Pilot Program for leasing general purpose 
Boeing 767 aircraft under the authority in section 8159 of the Department 
of Defense Appropriations Act, 2002. The Secretary has approved the 
lease proposal contingent upon securing a waiver of the requirement to 
fund termination liability and approval from your office. 

There is consensus within the Department that we must start 
recapitalizing the airborne tanker fleet as soon as possible, and that 
re-engining the KC-135E aircraft will not extend their service life. The 
combined effects of aging, the surge in demand due to the Global War on 
Terrorism and recent conflicts have increased the need to replace the 
KC-135. The Leasing Review Panel compared the merits and 
shortcomings of both leasing and purchasing KC-767 aircraft, and the 
Secretary determined that the lease option best met the needs of the 
Air Force and was preferable for two primary reasons. First, leasing 
accelerates the delivery of aircraft, satisfying the recapitalization need 
Second, leasing contributes to our goal of program stability by 
minimizing impact to on-going programs. 

The KC-767 program has been designated as an ACAT [Acquisition 
Category] ID Major Defense Acquisition Program. In the interests of the 
government and the taxpayer, the Air Force has been directed to work 
with Boeing to negotiate the best possible total purchase price not to 
exceed $131 million per unit and lease unique costs, which the Special 
Purpose Entity will be responsible for paying to Boeing, and which will 
form the basis for government payments under the lease. The total 
purchase price shall include a firm, fixed-price for the ‘green’ aircraft 
(767-200C) and for modifications and additional equipment on the green 
aircraft. The Return on Sales (ROS) shall not exceed ■ for the green 
aircraft or for the additional equipment; and the configuration shall meet 
the minimum set of requirements to satisfy the Air Force’s mission. 

The Air Force has been directed to submit a report to the Congressional 
Defense Corrunittees before signing the lease contract and report back to 
Congress one year after the first delivery and annually thereafter. 

While the currently approved plan will provide for delivery of a total of 
100 KC-767 aircraft, approximately 67 of which will be delivered in the 
FYDP, it is the intent of the Department to go beyond the initial 
100 aircraft as we begin fte recapitalization of the airborne tanker fleet 
The Air Force has been directed to develop a long-range recapitalization 
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b^ond tiie cm&it lease proposal and to pr^ent diat plan to die 
Secretary of Defense by I Novwnber 2003 

June 2003. On June 20, Mr. Kenneth J. Krieg, Director, Program Analysis and 
Evaluation, sent a memoiandum, “PA&E [Program Analysis and Evaluation] 
Analysis of KC-767A Lease Pio^am,” to the Mr Wynne, Acting Under 
Secretary of Defense for Acquisition, Technology, and Logistics, and to Dr. Dov 
Zakheim, Under Secremty of Defense (Comptroller). In Ihe memorandum, 

Mr. Krieg stated that: 

This memoiandum provides a summary of the A'.94 and A-IT analyses 
developed by PA^ jl^gram Analysis and Evaluation] in response to 
taskings fiom the leasing review panel and subsequent leasing working 
group meetings. The an^yses are based on the latest version of die draft 
767 leasing contract provided to my office on June 17, 2003 

Our A-94 analysis indicates that the provisions of the draft KC-767A 
aircraft lease cost more than the equivalent purdiase of tanker aircraft 
Measured in then-year dollars, lease costs exceed purchase costs by 
$6.0B [billion]; ^ $6. IB [billion] if measured in constant FY02 dollars; 
or by $l 9B [billion] if measured in terms of net present value Our A-94 
analysis is b^ed on the following key assumptions: I) For the leasing 
scenario, that the Oepartment purchases the KC-767A tanker aircraft at 
the eitd of the lease period; and 2) for the direct purchase scenario, that 
the Department sem and receives Congressional approval for a 
multiyear procurement of 100 aircraft We roid that leasing provides no 
inherent economic efficiencies relative to direct purchase of tankers and 
is, thoefore, more expensive in the long run . 

Our analysis also shows that the current draft lease fails to meet the 
requirement of 0MB (Office of Management and Budget] Circular A-1 1 
that the present value of the lease payments be less than 90 percent of the 
fair market value at lease inception. Our calculations show that lease 
payinents are more than 93penmnt of fair market value, exceeding the 
requirements for the definition of an operating lease. This analysis is 
based on a 6ii market value of $131 inillion (Cy02$). In addition to 
0MB Circular A-11 requirements. Section 8159 of the FY02 
appropriations atx includes a requirement Shat the present value of the 
lease payments be less than 90 percent of the fair market value at lease 
inception. 

A more detailed supporting analysis will be provided under sqiarate 
cover. 


On June 20, 2003, Majoi General William Hodges, Director of Global Reach 
Programs, Office of the Assistant Secretary of toe Air Force (Acquisition) sent an 
e-mai! to Dr. Sambur with a cc: to Lieutenant General John Corley, Principal 
* — -e .c- . '•-retary of the Air Force 


Deputy (Acquj 
(Acquisition);r_ 
of the Ait Force (Acquisitioii)]l_ 
Vssistant l^retaiy of toe 

fChief Ml • 

Progt^: 

Force 

lExeci 



Secretary 

ffice 



of Global Reach Programs in which he stated; 


nector ol 
_IDeputy Chief, Mi 
iai Reach Progtams;i,^^^^_^ 
if toe Ait Force Director of 
fiSce of the Air Force Director 


^ ICongressional Reeoid| 
[ctoililv^^^ 


131 





150 


DR- SAMBUR: 1 r^wed a call &om|HHH|||||||[w!K> works for Rick 
Burke m PA&E [Program Analysis and EvaluationJ. HE stated he had 
jus! delivered a memo to Dr Roche’s ofRce,. I asked him if he could 
share \s4iiit had sent and be attached dtf memo in two files, below. 

This a total suri»i» and not ever mentioned in any of our IConoressionat Record! 

disoissions with Dr. S^ruil! or Dr. Schroed». It appears tiwt tih<^ have « i 

singly listed all their positions on the report and none of toe 
accmnmodations reach with the leasing working ^oup. Apparently, toey 
no longer want to be part of toe process 
I propc^e tiiat we pro^ide you wito an email containing our 
countersink on their assertions, followed by a prq>os(^ resprmse from 
Dr Roche back to PA&E 

On June 20, 2003, Di. Sambui forwards Major General William Hodges’ e-mail 
to Dr. Roche and stated: 

BOSS: This is getting ridiculous!!!! ICongressional Record] 

Marv, 

On June 22, 2003, in response to Di. Sambur’s e-mail. Dr Roche forwards Major 
General William Hodges’ e-mail to Mr. Wynne with a cc: to Dr. Sarabur and 
stated: 


MIKE: Ever since Peto [Aldridge] lei^ the bureaucrats who opposed the 
767 lease have come out of the w<K)dw^ to try to kill it-yet, once again 
Mike, I won’t sign a letter toat makes the case toat we shoul^’t lease toe 
planes Ken Krieg’s mnno attacked is a cheap shot, and I’m sure has 
already been deliv^ed to toe enemies of the lease on the Hill. It was a 
process foul And Ken needs to be made aware ofthat BY YOU! 

1 can’t CQiTtro] toe corporate staff on acquisition issues Mike, this is 
their way of asserting dominance over you. I know this sounds wild, but 
animals are animals Pete [Aldridge] had beaten them down. Now, toey 
are taking you on. I’m sorry Expecting professional behavior ftom 
tiiem is something I gave up on a \i^ile back. Among other things, toey 
are about to c»ise us to embarrass SecDef [Secretary of Defense], who 
having a^rroved toe lease, will now have to explain why his staff is 
desboyin^ toe case for it I’il do whatever I can to help you, Mike, but 
it’s your Job to get the corporato staff under control If not now, then 
they will overrun you wbenevo* you *dc»i’t behave’ according to their 
desires. This is tte same game toey have phyed for years and 

0MB [Office of Maru^ement and Budget] are tiying to set the Air F<^ce 
up to be dwtrcyed by & Senator] WITH OSD [Office of the Secretary of 
DefeirseJ AND 0MB ARGUMENTS. As you might imagine, I won’t 
give them toe chance, but I will make U clear who is responsible to Don 
[Rumsfeld]. I refuse to wear my fladcjadcet backwards! 

Sony, Stoptnate. Jim 


jCongressional Recoidj 


On June 23, 2003, in response to Di . Roche’s e-mail, Mr . Wynne sent an e-mail to 
Dr. Roche with a cc: to Dr. Sambur in which he stat^: 


JIM: Thanks for your note — I see this as an OSD [Office of toe _ 

Se^etary of Defense] discipline problem RO'self. I wil! be taking it to {Cor^ressional Record| 

toeSecretary as well-bettCT he hear it from two sources ’ 

Mike 


132 




151 


On -June 23, 2003,^;,Wynne s^t an e-mail to Mr.. Kenneth J. Krieg, Director, 

Progi^ i^lysisSffevaiuation in which he stated: 

K£N: If dw purpc»e of your note & to ran acquishi(»i fo»n PA&£ 
p^gr^ Analysts and Ewtiuation], live have a {Nubian lhal needs 
immediate resolution 1 have plenty of problems, but being *fr^ed’ IConpressionai Recordl 

didn’t seem to be <me of feera, now I wony .. If tiie SecDcf (Secretary of * ' * 

Defense] wants to kill feis be will, so fer not-your note was not helpful 
to eidier one of us. I mil continue to make decisimts feat have fee 
potential for su{^ssfel ex^utitm of fee lease unless SecDef waves me 
off. 

Best R^ards, 

Mike 

On June 23, 2003, in response to Mr. Wynne’s e-mail, Mr, Krieg sent an e-mail to 
Mr. Wynne in which he slated: 

MIKE: That's not what I intended and I may have used the wrong 
instrument U> communicate my concerns. I just want to get together wife 
you and Jim to make sure you understand what we are worried about. 

Thsu's why I asked for us to get together feis afternoon. 

KJK 

On June 23, 2003, Mr. Krieg sent an e-mail to Dr Roche in which he stated: 

JIM: Understand from Doc that you are as mad as Mike [Wynne]. I am 
not trying to walk back anythmg. 1 am trying to get the strategy to drive 
fee d^l; fee deal and contract to set fee numb^s; fee numbers to be 
reopened in fee report without a lot of hype. 

Probably should have called you but 1 will explain later 
Want to get together with you and Mike to clear air. 

KJK 

On June 23, 2003, in response to Mr Krieg’s e-mail, Dr. Roche sent an e-mail to 
Mr. Krieg in which he stated: 

Kenny, I love you, and you krww feat. 1 think you have been had by 
some members of fee famous PA&E [Program Analysis and Evaluation] 
staff. You never should have put what you pul in writing It will now be 
used against roe and DonROfesfeld 
Jim 




iC^f^ssional Record! 






July 2003. On July 8, Dr. Roche sent an e-mail to Mr- Jaymic Duman, The 
Special Assistant to the Secret^ and the Deputy Secretary of Defense with a cc; 
to Mr,. William C, Bodie, Special Assistant to the Secretary of the Air Force in 
which he stated: 

Jaymie^ Mike Wynne has fallen for ptobin] Qeveland's line that our 
iett<? must ^ow the bogus calculation v^cb is NPV [net present value} 
negative by $L9 billion. 

- wity bogus? If we had the budget, we wouldn’t need to tum to a lease. 

But, we don’t Thus, to assume thk H exists (wrong premise), and dien > — rrn 

to assume Ac Congress passed iegisiation which it didn’t, aind Aen to jCongres^onal Recofdj 

condemn ourselves in wrtting by stating the calculation based on a 

fantasy simply is cmy It is a bureaucratic trick to make a fool out of 

Don Rumsfeld] as well as the Air Force. All this was ‘resolved’ by Pete 

Aldridge before he left. To quote him: *We need to go forward wiA 

DoD’s position If 0MB [Office of Management and Budget] wants to 

cOTnment, let Aem ’ 

Point we am running aground because PA&E [Program Analysis and 
EvaluatiM)} and 0MB want me to sign a suicide note, BUT 1 WILL 
NOT. This wImIc drill has gonen om of hand! Jim 

On July iO, 2003, Dr Roche issued an update to Air Force Policy Directive 63-1,' 
*’(2apabiiity-Based Acquisition System,” that had been previously superceded by a 
policy memotandum, **ReaUty-ba$^ Acquisition System Policy for ail 
Progr^s,” which Dr. Sambiff issued on June 4, 2002 In the Directive, 

Dr. Rodie stated that the Directive was substantially revised and must be 
complete^revicwod. Further, be stated that: 

The i^>date of AFK> [Air Force Policy Directive} 63-1 is a result of 
guidance from Ae SECAF [Secretary of Ae Air Force] and CSAF [CUef 
of Staff of Ae Air Forcel identifted as the Command^’ intent as as 

major revisicias A the 5000 acquisition directive and instruction 
TWe are two/Overarchmg obj^ves of Ais policy: 1) shortening 
acquisitim} ^cle time a^ 2) m^roying CTembiii^ vriAtn and emtside 
Ae acquisition communily. Em^tasis Is placed on the Comnumdars’ 
imeni and Ae primary mission A rai^ly deliver affordable, sustamable 
cdj^UiQ^ Ain the warfighter's B^ds and e}q>ectatiohs ' Based on 
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the phOosophy outlined in this, policy, members . at all levels of flie 
acquisition worlcforce are eXp^^ to seek innovative ways to achieve 
there objectives through teamwork, trust, common sense, and agility. 
Unlike previous guidance this policy is broad and non-prescriptive. The 
objective is to give Utose accountable for program execution maximum 
flexibiii^ in translating needs and technoi^i^ orpoitunity into stable, 
affordabje and well managed acquisition programs. 



Angnst 2003. On August 20, Major General William Hodges, Diiector of Global 
Reach Progr^s,^|ggyj£j|j^gjjjjgjt Jecietaiy of the Air Force (Acquisition) 

> Corporation with a cc: to 

— jAir Force Deputy Assistant Secretaiy 

Management Policy and Program Integration); Dr. Sarabm, Assistant Secretary 
of the Ail Force (Acquisition); Major General Paul Essex, Headquarters, Air 

Mobiii^ Ofhce of Ae Assistant 

Secretary of the Air Force (Acquisition); Lieutenant General John Corley, 
Principal Dep^^^omadon^MGre of the Assistant Secretary of the Air Force 

Air Force (Acquismon)|H|H||||||BM|^^ of the Assistant 

Secretary of the Air Force (Acquisition). In the e-mail. Major General William 
Hodges stated that: 


1 believe you may have already got the vrord from Blaise Durante 
[Air Force Deputy Assistant Secretary (Management Policy and Program 
Integration)], but since you are still traveling I wanted to confirm that 
you have the latest direction from Dr. Roche Secretary of the Air Force]. 
He has asked «s to halt bur eflOrt on conducting the AoA Janalysis of 
alternatives] at this time, pending direction in the Authorization Bill 
to do so (Emphasis added.] 


Ibe Secretary feels it would send the wrong signal to the members 
participating in the upcoming SASC [Senate Armed Services Committee] 
Heating on 4 September and really ctmvey the wrong message to the 
committees who have already supported the Lease Proposal and our New 
Start request 

1 would like to discuss further at your convenience . 


October 2003. In October 2003, the RAND Corporation issued a repoit, 
„ ’ -* 'CRAir ■ - ■ - • - - 



were before the outcomes of the Quadrennial Defense Review and the T anker 
Requirements Study 2005 . RAND conducted the study before September 1 1 , 
2001, to assist the Air Force in determining when it should replace KC-135s and 
135/707 aircraft and what systems it riibuld introduce to meet futuie force 
requirements and to minimiz 



iince the 

le terrorist attacks on 
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the aircraft industry and, consequently, on the cost of acquiring commercial 
airliners was not included in the study , 

The study found that the optimal time to replace KC- 1 35s depends on (he gr owth 
rate of sustainment costs, and the size of the replacement fleet According to 
RAND, sustainment growth rate and fleet size fectors were uncertain. If KC-135 
sustainment costs remain stable, then no economic reason existed for replacing 
the KC-135 fleet until the aircraft reach their structural flying limits. The report 
also stated that Project Air Force research suggests that sustainment costs may 
rise over time due to the increased maintenance requirements of aging aircraft and 
assuming that four KC-l35s can be replaced with about three KCr767s or 
equivalent aircraft, RAND concluded that immediate replacement would make 
sense. However, RAND stated that quite plausible diffiaences in future 
requirementassessments and in future cost-growth projection can make the 
answer vary from “now” to “decades fiom now.” 

November 2003. On November 1 , Brigadier Genera! Scott B Custer, Office of 
Air Force Legislative Liaison sent an e-mail to Dr Roche; General John Jumper, 
Air Fort* Chief of Staff; and Dr Sambur in which he stated; : 



‘Removed for reeson stated in the initial asterisked footnote. 
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On November 24, 2003, in Section 135 of the National Defense Authorization Act 
for F Y 2004, Congress limited the number of tanker aircraft that die Air Force 
could lease to 20 and authorizes procurement of up to 80 aircraft: In addition, 
Section 135 of die National Defense Authorization Act for FY 2004 required that 



‘Removed for reason stated in the initial asterisked footnote 
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tile Secretary of Defense perform a study of long-term aircraft maintenance and 
requirements.. 

Sec. 135. PROCUREMENT OF TANKER AIRCRAFT. 

{a) LEASED AIRCRA]^ - The Secretao* of the Air F orce may lease no 
m<xt than ^ tanker airmft under ^ multiy<»r aircraft l^e pilot 
program referred to in si^section (d). 

(b) MULTIYEAR PROOmEMENI AUTHORITY - (1) Be^ng 
with the fiscal year 2004 prt^ram year, the Secr^ary of ^ AlrF<ace 

in acc^te^ with section 230db of title 10, United States Qxte, 
enter into a multiyeur c^itract for the purchase of tanker aiimfi 
necessary to meet the requir^noits of the Air Force for w^ic^ leasing of 
tanker amaft is |S'ovid«l for und» tiie muhiyear airmft lease ^t 
prt^^ram bnt for the number of tanker aircraft Irased under the 
authority of subsection (a) Is insitiident 

(2) The number of tanker aircrati purdiased throu^ a 
multiyear contract under this subsection may not exceed 80. 

(3) Notwitiistanding subsection (k) of section 2306b of title ID, 

United States Code> a contract under tiiis subsection may be for any 
paiod not in excess of 10 program years. 

(4) A muhiyear contract under this subsection be initiated or 
cmitinued for any fiscal year for whidi sufficient fimds are available to 
pay the coste of such contract for that fiscal year, without re^d to 
whether foods are available to pay the costs of such contract any 
subsequent fiscal year. Such contn^ shall provide, however, tiuii 
perfcmnance under tiie contract during foe subsequent year or years of the 
contract is contingent upon foe appropriation of funds and shall also 
provide for a cancellation payment to made to the contractor if such 
appropriations are not tmide. 

(c) Sn^Y OF LONG-TERM TANKER AIRCRAFT MAINTENANCE 
AND TRAINING REQUIREMENTS^1> The Secretaiy of Defense 
shall cany out a study to identify altem^ive means for meeting the long- 
term requirements of foe Air F«ce for — 

(A) the maintenance of tanker aircraft leased under the 
multiyear aircraft lease pilot j^ognm or purchased under subsection (b); 
and 

(B) training in the qieration tanker aircraft leased under 
the multiyear aircraft lease pilot program on purchased under subsection 

(2) Not latw than April 1, 2004, the Secretary of Defense shall 
submit a report on the results of foe study to foe ccmgressional defense 
committees. 

(d) KtiJLTIYEAR AIRCRAFT LEASE PILOT PROGRAM DEFINED- 
1 d tills section, the btem ^multiyear aircraft lease pilot program* means 
the aoial refueling aircraft program audited under section 8159 of foe 
Departm«it of Daense Ai^priatiMis Act, 2002 (divisiem A ^Public 
Law 107-1I7; nSEtat. 2284). 

(e) SENSE OF CONGRESS- It is the sense of Congress that, in 
budgeting fw a iNOgram to acquire new tanker airmaft for foe Air Force, 
foe President tiiould ensure tiiat sufficient budgetary resources are 
^ovided to tile Department of Defense tei foUy execute foe ^ogram and 
to fiuther ensure tiiat all ofoer critic^ defense programs are folly and 
jm^erly funded. 

On November 27, 2003, Mr. Peter Teets, Under Secretary of the Air Force sent an 
e-mail to Dr. Roche in which he stated: 

. Jim: I think H U'impoftant for you to know all 1 know about the situation 

suirounding^ tai^ I sat in for you at foe SecDef {Secretary of (Congressional Record! 

Defense] «aft m^ing last Tuesday As vtt weit around the table, Joe « -» 
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Schmitz (IGJ [Department of Defense Inspedor General) mentioned tbe 
Boeing dismissal of Seara and Druyun . The SecDef then asked if in ii^ 
of that should we take a second look at her involvement in any tanker 
lease related matters in order to deflect possible criticism from d» SASC 
[Senate Armed Services Committee] and unfrivorable publicity. I said I 
thou^t that was a good idea, and that we (the Air Force) would do so 
No mrtbCT discussion on the subject occun^ at the staff meeting. Aft« 
the staff meeting I scheduled sheet separate meetings with Marv Sambur 
and Maty Walker for Tuesday afternoon following my return from a 
meeting at CIA [Central Intelligence Agency] When I returned, I 
learned that Mary could not meet with me at the scheduled time because 
he was in N^e V/yxm’s office discussing Darleen’s involvanent with jcongressionat Record! 

tankers, Idien met with Maty and asked her to think through the Dariemi 1 - " 1 

situation, plus anodier matter regarding proper packaging of material on 
the AFA [Air Force Academy] situation that Schrnitz had said was 
retired to be deliveied to the SASC Late Tuesday aflemoon I then 
talked to Sambur attd got his assurance that a dtorough review of 
the Darleen situation had bm completed and that there was no way 
Darleen had any influence on oar current plan for tankers. Furthermore, 

Marv said that a l^ter had been prepared for the DepSecDef [Deputy 
Secretary of Defense] to send over to the SASC indicating same, and 
notifying them of our intent to proceed. At that point, I thought the issue 
was resolved On Wednesday morning I read die Wash [Washington] 

Post article quoting Sec [Secretary] Rumsfeld as saying he had asked his 
staff to do a review of the tanker deal I seitt Marv and [sic] e-mail 
offering any help I could provide, and be responded widi thanks, but it 
was clear that this situation had once again gotten out of control. 1 am 
sorry to report the news to you, but felt you needed the whole story as it 
unfolded. 

Best Regards, 

Pete. 

December 2003. On December 1, 2003, the Deputy Secretary of Defense 
requested an audit by the Department of Defense Office of the Inspector General, 
stating that "In light of recent revelations by The Boeing Company concerning 
apparent improprieties by two of the company’s executives, please determine 
whethei there is any compelling reason why tihe Department of the Air Force 
should not proceed with its Taidcer Lease ftogram. In^ticular, I would 
appreciate knowing whether any of these revelations affect any of your previous 
analysis of this program.” 

February 2004. On February 1, 2004, the Deputy Secretary of Defense 
requested that the Defense Science Board evaluate aerial refueling requirements. 

SpMifically: 

I am requesting you form a Defiaise Science Board (DSB) I ask Force to 
ev^uate current aerial refueling capabili^ and future Departmeffl of 
Defisnse (DoD) aerial refueling requirements. The Task Force’s 
evaluation should include recommendations for meeting future aerial 
refueling requirements . 

Most legacy and projected DoD aircraft require . aerial refueling to 
conduct opaations across the entile spectrum of Dob missions. As the 
D^OTtment transfotms itself to meet the challenges of the 2Ist century, 
existing aerial refueling curabilities may or may n<M meet future needs. 

.. . New systems attd capabilities are being devdoped (eg- F/A-22, the Joint. . , 

; , '. .> SMe Fighter, Small Diameter -Bomb;“uninanned aerial vehicles, i ' - ' 
proposed strategic strike capabiliti^ etc.) which may drastically dter 
future requirements for aerial refueling. Current long range air mobility 
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aod strike airoaft represent a significant and pervasive demand on aerial 
refusing assets. In addition, it is quite possible that exponents have 
identified refueling assets as a necessary oompcaient of US. success and 
will target these assets in future conflicts, rejmsentiog an attrition of 
aerial t^iieling capability that we have not expmenced in the past 

The fade Force should assess curroit and future requirements with 
respect to both legacy systems and missions, and take into account 
proposed iiiture systems and capabilities The Task Force shall have 
access to ti» histmic reviews of the Air Fence, Genaaj Accounting 
Office, and ofiier OoD departments, and request any data collection, or 
data development required to fill in analytical giqis. Using best estimates 
of requirements fin 2010, 2020, and 2030, fire Task Force should assess 
the following t^ons wth respect to DoD aerial refueling capability. 

a. Retain the requisite number of assets to maintain cuirent 
capability. The Task Force should identify any issues whidi may affect 
the ability of the current aerial refueling fleet to continue to op^e, to 
include potential affects of conosion, the estimated length of service 
existing for current assets, means to mitigate these issues, and estimmed 
costs of maintaining these assets as the fleet %es. 

h Perform a service life extension on the requisite number of 
existing airemft. The Task Force should identify the exp^ed lifetime of 
refurbished aircraft to bound the potential cost of this option. 

c. Acquire new refueling c^Tabilities As a minimum, the Task 
Force should assess the acquisition of new aircraft, modificatioD of used 
aircraft to perfoim the aerial refueling mission, and development of 
unmanned aerial vehicles as an aerial refueling U^er. The Task Force 
should include an estimate of costs and quanUfy an acquisition rate for 
any new capatdliiies. 

d. Evaluate other methods to address refueling needs. For 
example, there may be sufficient fmancial incentive to re-engine existing 
fleets of aircraft with more fuel efficient engines which would lower 
overall demand . Development of suitable doctrine to onploy Small 
Diameter Bombs m other future precision weapons may reduce tiie 
number of required sorties and similarly lower future demand The Task 
Force should attempt to quantify these trentb and estimate costs of these 
capabilities for comparison to the costs of otiier refueling options 

In arriving at the conclusions, the Task Force should not be bound by any 
one option and may explore options not discussed above 

The Task Force should provide a final report by April 30, 2004. The 
Task Force should p-ovide their rqjort directly to the Secretary of 
Defense 


The Task Force riiall have access to any classified information needed to 
develop its assessment and recommendkioDS 

The laric Force will be operated in accoidance with tire provisions of 
PX. 92-463, the ‘Federsd Advisory Cmnmittee Ac^’ and DoD 
DirectiveS105.4, ‘Ihq DoD, Federal Advisory Oominittee Management 
Program.’ It is not anticiirated di^ this Task Force will need to go itito 
any ‘particular matters’ within the meaning of Section 20* of Title 18, 


Administrative support and funding will be provided by Mr Midrael W. 
Wynne, Acting USD(Ar&L) and Dr. Glenn Laijartu^Jirectpr, liaise 
Systems. Adtniral Don Pilling, USbySel^nd^^Hp|PwilI serve 
as Co-Qiaiimen of the Task Force. 

as Executive sraet^; ar 
I USAF, will serve as the DSB” 
Secretariat Represartative. 


140 




159 


U.S Code, nor will it cause any member to be placed in the position of 
acting as a procurement official , 

On Febiuaiy 1, 2004, the Deputy Secretaiy of Defense requested that the National 
Defense University conduct a comprehensive analysis of lessons learned for the 
Air Force Tanker Lease Program. Specifically: 


In our continuing effort to improve the 
acquisition processes^ policies and procedi 
sity make available 


to conduct a thorouj 


Ae U ,S. Air Force Tanker Lease Program 


Department of Defimse 
j^^jnyMnejtin^ Aat 

Jfiom Ae Industrial College of the Aimed Forces 
and comprehensive ' 


Atute 

Iruid 



outTel 


ipn team with p||||H|^ as Uiainnan. 
should plan to initiate Aeir analysis on or 
irief results no later than April 30, 2004 


Ihe lessons learned analysis should answer at a minimum, but not be 
limited to Ae following questions; 

a. What processes, policies and procedures iqrpiy to Ae Tanker 
Lease Program and Ae contractor selection? 

b. Was Ae establiAed acquisition process followed in establislung 
Ae Tanker Lease Program as Ac solution to Ae DoD aerial rcAeimg 
requirements, if not why not? 


c Were established cost and pricing guidelines followed, if hot why 

not? 

d. Were required congressional notifications made and made on 
time, if not why not? 


e. Was Acre a competitive process Aat determined Ae Tanker 
I ease Program contractor? 

f What was Ae critical element in Ae acquisition needs statement 
Aat Aove Ae requirement and Aerefore Ae replacement timing? 

1 recogniae that Ais request will place a burden on your faculty 
workload, but it is a cruciidly important assessment, and 1 am confident 
Aat Ae results of Ais analysis will be extremely valuable as we work to 
improve Ae DoD acquisition process 


Administrative support and Andmg will be provided by USD(AI&^L 
The Office ofLA e Secretaa^f Defense point of contact is ■HIB 

|[|HHB||K703)695H| 

On Februaiy 24, 2004, Mr. Michael W. Wynne, Acting Under Secretary of 
Defense for Acquisition, Technology, and Logistics sent a memorandum, 
“Analysis of Alternatives (AoA) Guidance for KC- 1 35 Recapitalization,” to foe 
Secretary of foe Air Force. In the memorandum, Mr. Wynne stated: 

I direct you to conduct an AoA [analysis of alternatives] for analyzing 
potential course of action for recapitalizmg Ae KC> 135 fleet, under Ae 

oversight of a Senior Steering Group (SSG) The attached guidance 
(Enclosure 1) is provided to assist yoii. 

I appoint Ae Diremor, Defense Systems [Dr Glenn F . Lamartin] as chair 
of Ae SSG, which will be comprised of rqiresraitatives from offices Aat 
have equities m-Ae fotafe of Ae aerial refiielini fleet to include Ae- :, . 
military services. Joint Staff, USITtANSCXSVl pj. S Transportation 
Command], and OSD/PA&E [Office of Ae Secretary of 
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Defense/Program Analysis and Evaluaticai] The SSG will guide and 
review Ihe work of the AoA. 


A study plan shall be submitted to the SSG for review and approval nc^ 
later than two mondis fiotn the date of this memorandum It should 
include the AoA team composition and should specify the federally 
funded research and development center or other independent agency 
being used for the study A final report— presenting details of the 
analysis, cost estimates, and the results — will be due witWn 1 8 monfts of 
the date of tins memorandum. 



int of contact for this action is 



at (703) 697- 


March 2004, On Mat ch 29, the Department of Defense Office of the Inspector 
General issued Report No. D-2004-064, “Acquisition of the Boeing KC-767A 
Tanker Aircraft,” stating that the Air Force used ah inappropriate procurement 
strategy and demonstrated neither best business practices nor piudent acquisition 
procedures to provide sufficient accountabilify for the expenditure of $2.3 .5 billion 
for the KC-767A tanker program We identified five statutory provisions that 
have not yet been satisfi^ relating to; commercial items; testing (two statutes); 
cost-plus-a-percentage-of-cost system of contracting; and leases. Therefore, we 
recommended that DoD not proceed with the program until it resolves the issues 
pertaining to the procurement strategy, acquisition procedures, and statutory 
requirements. 


Based on our findings, we also recomirrended that the Deputy Secretary consider 
the following options. 


1 After implementation of audit recommendations to resolve contracting and 
acquisition issues, pr oceed with the sole-source acquisition of the Boeing 
KC-767A Tanker Program for 1 00 or fewer aircraft 

2. Initiate a new major Defense acquisition program based on the results of 
an analysis of alternatives for military tanker aircraft 

3 . Implement a mix of Option 1 for some of the tankers and Option 2 for 
subsequent tanker s 

Our audit results showed th'a^ contrary to the Air Force interpretation, the Boeing 
KC-767A Tanker Program did not meet the statutory definition of a commercial 
item . No commercial market for this tanker aircraft existed to establish 
reasonable prices by the forces of supply and demand. Cons^uentiy, the 
commercial item procurement strategy did not provide the Air Force with 
sufficient cost of pricing data to make multi-billion dollar decisions for the 
Boeing KC-767A Tanker Program and did not demonstrate the level of 
accountability needed to conclude that the prices negotiated represent a fair 
expeaiditure of DoD funds. The Air Force used Section 8159 of the Department 
of Defense Appropriations Act for FY 2002 to justify its informal acquisition 
strategy with the primary goal to expeditiously lease 100 Boeing KC-767A 
Tanker aircraft to replace its aging KC-135E Tanker fleet. In doing so, the 
Air Force did not demonstrate best business practices and prudent acquisition 
procedures; in developing this prograni and did not comply with statutory - 
provisions for testing.. ' ; 
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April 2004, On April 20, the National Defense University issued its report in 
resfwnse to the Deputy Secretary of Defense tasking on February 1, 2004. The 
National Defense University was tasked to answer six questions deding with the 
tanker lease acquisition Based on interviews and literature reviews, the National 
Defense University concluded that the Air Force and the Department of Defense 
bypassed many elements of the normal acquisition tystem and that the Office of 
the Secretary of Defense Leasing Review Panel was not a substitute forthe 
Defense Acquisition Board review of the tanker lease acquisition. The National 
Defense Univwsity also concluded that the Air Force did not use a competitive 
process for the tanker lease acquisition although contractor selection was a 
foregorie conclusion based on Section 8159. The National Defense University 
recommended that the Department of Defense: 

• publish guidance on leasing in policy directives, the Federal 
Acquisition Regulation, and the Defense Federal Acquisition 
Reflation Supplement; and 

• establish procedures to require both cost and pricing data on sole 
source or monopoly, commercial leases. 

May 2004. The Defense Science Board issued its report in response to the 
Deputy Secretary of Defense tasking on February 1, 2004. The Aer ial Re&eling 
Defense Science Board Task Force reviewed the KC-135 program and concluded 
that, based on fatigue life, the KC-135 airframe would be capable to 2040 and that 
corrosion was manageable. With regard to KC-135 operation and support costs, 
the Defense Science Board concluded that cost growth is manageable: The Board 
also commented on tanker recapitalization noting that there is a ne^ to embaric 
on a major tanker recapitalization program, but b^ause total tanker requirements 
were uncertain, the recapitalization program could be deferred until the 
completion of fte analysis of alternatives and the Mobility Capabilities Study. 

The Defense Science Board did not endorse the KC-767A tanker aircraft as Ae 
pr ime or only Air Force near term solution to the tanker recapitalization problem. 
The Defense Science Board suggested several options for replacing the KC-135Es 
including: 


• obtaining additional DC-IOs that could be converted into tankers, 

• retiring half of the KG-135Es under a hybrid recrqritalization program 
and replacing them with commercial entities as commercial t^ers for 
missions in Ae Continental United States, 

• phasing out the other half of the KC- 2 35E and replacing them with 
convert KC- 10, and 

• working with major airframe manufacturers to develop new tanker 
options with more modem airframes than tire 20-year-old Boeing 767 
design. 

September 2004. On September 3, the President, Defatse Acquisition University 
issued his report in response to tasking memorandum, “Lessons Learned from the 
Independent Assessments of Propqs<^ 767 Tanker Lme Buy,” that Ae Acting 
Under Secretary of Defense for Acquisition, Technology, and Logistics &ueid on 
May 25, 2004. The independent assessments referred to were Ae Aerial 
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Refueling Defense Science Board Task Force Study; the Analysis of Lessons 
Learned from the United States Air Force Tanker Lease Pro^am (ILP) - 
Industrial College of the Armed Forces/National Defense Univetsi^ 
(ICAF/NDU); and the DoD Inspector General Audit Report “Acquisiticm of the 
Boeing KC-767A Tanker Aircraft ” 

TTie memorandum directed the President, Defense Acquisition University to . . 
chair a working group to formulate recommendations based on the results of these 
ftree studies that will result in changes to the DoD 5000 Series, Federal 
Acquisition Rt^lation (FAR)/Defense Federal Acquisition Regulation (DFAR), 
and oth» acquisition related documents ” The Defense Acquisition University 
Working Group did not conduct its own independent review, but relied on the 
work previously accomplished by the Defense Science Board, the Industrial 
College of the Armed Forces, and the Department of Defense Office of the 
Inspector General The Working Group reviewed all three reports to assess the 
policy implications, which were based on systemic and structural deficiencies, 
and to mtdre appropriate policy recommendations 

The Working Group coiicluded that policy for commercial item acquisitions and 
the leasing process needed clarification Specific recommendations included 
several pressed policy changes in the areas of Acquisition Management and 
Oversi^t, Commercial Item Policy and Leasing Policy. The Under Secretary of 
Defense for Acquisition, Technology, and Logistics adopted all of the proposed 
recommendations and is in the process of implementation . The most significant 
of the proposed recommendations were that the Under Secretary of Defense for 
Acquisition, Technology, and Logistics: 

• Follow DoD Instruction 5000 .2 oversight, review, and decision 
processes - Cancel Leasing Review Panel; 

• Change the Federal Acquisition Regulation and the Defense Federal 
Acquisition Regulation Supplement to clar ify the authority of the 
contracting officer to obtain ail necessary cost information needed to 
determine prices ate fair and reasonable in commercial item 
acquisitions; 

• Develop spMific guidance for analyzing wh«her a significant military 
unique modification effects a commercial item determination and for 
determining a fait and reasonable price for the modified item; 

• Rewrite the Cothmercial Item Handbook to incorporate recent changes 
resulting from legislation and best practices; and 

• Evolve DoD’s existing body of knowledge in regard to management of 
major systems to include systems acquired using Federal Acquisition 
Regulation, Part 1 2 procedures (e.g. testing, modifications). 

October 2004. On October 28, in Section 133 of the “Ronald W. Reagan 
National Defense Authorization Act for Fiscal Year 2005,” Congress terminated 
the Sewetary of die Air Force authority to lease tanker aircraft; howev», it 
authorized die procurernentpfup to 100 tanker aircraft. 
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SEC 133. AERIAL RHUEIING AIRCRAFT ACQOISIIION PROGRAM 

(a) Tefminaiion «f Leasing Aimicwnr— Subsection (a) of 
secticMi 13S of the Nationa! Defense Authorization Act for Fiscal 
Year 2004 (PuMic Law lOS-136; 117 Stat 1413; 10 US.C 2401a note) 
is amended by striking “may lease no more than 20 tanker aircraft” and 
inserting “sbwl lease no tanker aircraft”. 

(b) Multivear PROCUREMEirt' AUTHMUiv.— Subscction (b) of sadi 
section is amended — 

(1) in paragraph (I) — 

(A) by striking “Beginning with the fiscal year 2004 
program year, die Secre^” and inserting “The Secretary”; and 

(B) by striking “necessary to meet” and all that follows 
through “is irisufficient”; 

P) in paragraph (2), by striking “80” and inserting “100”; 
and 

(3) fay striking jr^graph (4). 

(c) StuPY — Subsection (c)(1) of such section is amended by 
striking “teased under the multiyear aircraft lease pilot program or” in 
subparagraphs (A) and (B). 

(d) RaATiONSHiP TO Previous Law — Such section is further 
amended by adding at the end the following new subsection: 

“(f) Relatiwiship 70 Previous Law, — ^The multiyear procurement 
autbor% in subsection (b) may not be executed under section 81S9 of the 
Department of Defense Appropriations Act, 2002 (division A of Public 
Law 107-117)” 


December 2004. On December 9, Mr. Donald M. Horstman, Director, 
Investigations of Senior Officials, Depaitment of Defense Office of the Inspector 
General sent a memoiandura, “Accountability Assessment of Air Force Officials 
who Paiticipated in the KC-767A TaiJc^^ircr|^^o|Tam,” to the Inspector 
General of the Air Fotce, Attention; memorandum, 

Mr Horstman stated that: 


As discussed with|B|||||imi|[|miPaf your office on December 
9, 2004, we have initiated a review to assess the accountability of Air 
Force officials who were involved in the KC-767A Tanker Aircraft 
Program. This review is separate and distinct from previous and ongoing 
audits/investigations into matters concerning the tanker program. The 
objective is to determine the extent to which individual Air Force 
of^ials bear respoiuibility for decisions that resulted, or had tim 
potential to result, in the waste of Government resources, or tiiat 
constituted an abuse of authority 


Our assessment will consider infonnation collected during previous 
and ongoing activities concerning tiie KC- 767 tanker lease initiative, 
au^ented by additional interviews and fact-finding We will begin the 
fieldwork portion of our assessment fay interviewing knowledgeable 
witnesses at the Air Force Material Command (AFMC), Wiightr 
Patterson Air Force Base Will coordinate our activities with the 
Iimiector General, AFMC, and we request tiiat you advise Air Force 
officials of tire assessment as you deem appropriate ' 


^^Shpuld you havmiy 
mPat (703) 604(BP 


questions, please contact me or 



January 2005. On Janiiaiy 19, in response to Mr. Donald M. Horstman’s 
memorandum of Decemibei 9, 20Q4, Dr. Roche sent a letter to Mr. .Joseph E 
Schmitz, Departaent of Defense Inspector Geneial with a cc: to the Secretary of 
Defense and the Deputy Secretary of Defense In his lettei, Dr. Roche stated: 
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Dear Mr. Schmitz: 

I ^ in receipt of your 9 December 2004 memorandum forwarded 
to the Ah' Force Inax^r General announcing another investigation of 
current Air Force otficials by the DoD IG Directorate of Investigations o{ 
Senior OfBciais into matters related to the 767 tanker lease proposal 

I am astounded that we are spending government resources chasing 
groundless allegations of malfeasance related to tanker recapitalization 
proposals. It should be abundantly dear to all olyeclive observers that air 
reiiieling tanker recapitalization must be started soon, and that diose 
finalizing the previous lease prc^sal did so consistent whb legislation 
and with dte mtention of protecting taxpayer interests. As important, 
limiting any review to the Air Force, and not OSD [Office of die 
Secret^ of Defimse], only contributes to the myth diat Uiis was 
exclusively an Air Force proposal. It was n0. It was a proposal of the 
Department of Defense and the Administration, and it consistently was 
supported by three of the four congressional defense committees. But do 
not misconstrue this point I’m not calling for an investigation of DoD or 
Air Force personnel I see no basis to investigate anyone associated with 
die final lease proposal . But if you find yourself compelled to do so, then 
your agency should look at all aspects of the process leading to that 
proposd. 

Many looking into the lease proposal seem to miss the starting 
point. The proposed lease responded to unambiguous congressional 
language Specifically, the 2002 National Defense Appropriations Act, 
pa^ed by Congress and signed by die President, included the provision 
that allowed the Secretary of die Air Force to ' eitablish and make 
payments on a lease pilot program fat leasing general purpose Boeing 
767 aircraft and Boeing 737 aircre^ 

Acting under this legislative direction, the Air Force negotiated a 
proposed pilot lease for 100 KC-767A tanker aircraft, regularly vetting 
details of the evolving proposal with the Department of Defense along 
the way. Not unlike the process followed for the successful 737 lease 
months earlier, about which there have been no complaints, we 
collaborated on an ongoing bass vrith the OSD leasing Review Panel to 
formulate the details of the proposed lease agreement The Leasing 
Review Panel, co-chaired by the Undersecretary of Defense, Acquisition 
Technology and Logistics, the Honorable Pete Aldridge; and the 
Undersecretary of Defense, Comptroller and Chief Financial Officer, the 
Honorable Dov Zakheim, was the final decision authority on whether and 
when to bring the final lease proposal forward. 

This body, supported a Working Croup that included 
representatives from the Office of Management and Budget, scrutinized 
every aspect of the proposal for over a year. Ultimately, die Dqiartment 
of Ltefense, not die Air Force, approved the lease pilot program It was 
the Undersecretary of Defense (AI&L [Acquisition, Technology, and 
Logistics]) who took the lead, quite property, in negotiating this matter 
wift the Office of Management and Budget and with senior White House 
staff. Ultimately, the D^artment of Defense auftorized the Air Force to 
submit die proposal to die congressional defense committees for their 
consideration and approval, as ihrected by law. While three of die finnr 
ccanmittees approvM the new start ^uest for die lease, foe Sen^ 
Armed Services Committee (SASQ did not: Incidentally, h was 1 ■who 
originalty championed obtaining the ^roval of alt four committees 
before we proceraed. Without SASC ^rovai, no contract was signetL 
no funds wrae expended, and, uniilce the 737 lease, a Bodng 767 Ime 
pilot pograro was not executed . There, is. ho improper contra to : 
investigate, no waste of resources to pursue, and, a Etefense Acquisition 
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Univerei?^ study determined that *tre were no vioiations of procanemeitt 
policies.' 

Unfortunately, the Dd3 IG inquiry to ‘determine the extent to 
which individual Air Force officials bear responsibility,’ as announced in 
your memorandum, appears to suggest that the Air Force is somehow 
solely responsible for all that transpired in negotiating die lease and 
presrating the prt^osal to Congress Again, W me be clear The 
AirFtnce and Ae Department of Defense re^nded to congressional 
direction and propose a lease of Boeing 767 tanker aircraft in 
compliance with legislation. Decisions on tte future of this program 
were made at every level throughout the Department of Defense. Indeed, 
it would be difficult to preserve the credibilipr of the insp^or general 
process or the invesdgatidn results if the investigation is arbidarily 
limited to Air Force personnel or Air Force processes, or even DoD 
personnel and processes, particularly given these basic facts; 

a. In January 2003, the Undersecretary of Defense (AI&L), the 
Honorable Pete Aldridge, concluded that a lease of 100 tankers as called 
fer in legislation was the right and fiscally prudent decision. He then 
took the lead in develt^ing the Department's tanker proposal tlnough the 
Leasing Review Panel 

b. In the same month, toW *0 Air Force 

Chief of Staff that, along vm [a Rqii^ehtative], he supported the 
proposal for new tatikers for the Air Force. 

c Throughout the spring of 2003, took the 

lead for the White House in devdoping the Administration’s tanker 
proposal, concentrating in particular on unit price 

d In this period rti» met with and discussed the 

tanker lease with 3 o" at least one occasion 

e. Mr. Aldridge and Deputy Secretary o.f.Defaise. Wolfowitz 

negotiated the approval of the proposal with * ♦ 

b^fo largely on what the Administration believed would be an 
acceptable price for the tankers 

f. Near the end of May 2003, Mr, Aldridge recommended to the 
Deputy Secretary, and presumably the Secret^, that the Depa^ent go 
forward with the lease, given the dramatic price reduction obtained ov« 
the spring 

g. With fee approval of the White House and the Secretary of 
Defense, Mr. Aldridge announced the Department’s position at a press 
conference in late May. 

h. In July 2003, Secretary Rumsfeld called me in Newport, Rhode 
Island, to tell me feat he did not want me to ‘give anything aw!^’ during 
my visits with senators in comunction wife my nomination to be 
Secretary of fee Army. He specifically stated that be did hot want me to 
budge <m fee tanker lease proposal 

i: In S^ember 2003, OMB (Office of Management and Budget] 
and OSD jomed the Air Force in supporting the Administration’s tmuet 
proposal before Congress Three of the four defense committees 
approved the proposal 

j. Throughout the period spent developing fee tanker lease proposal, 
[a Representative} vigorously supported fee [noposal, and closely 
monitored fee process, as did other members of Con^s . The Chairmen 


‘Removed for reason stated in fee initial asterisked footnote. (The second, third, and fourth refounces are 
also on page 213 ) 


147 




166 


of the Senate and House Defense Appropriati<®s Subcommittees strongly 
suppled the proposal, as did the Qiairman of the House Aimed 
SKvices Committee These diree defense committees continue to this 
day to call fisr tankc recapitalization of one form ot another. 

Lastly, you indicate an intention to start this investigation at the 
field offices of ‘Air Force Material (sic) Command ’ The bulk of the 
activities related to this innovative effort to begin recapitalizing our 
tanker fie^ occurred here in Wa^gttm. As indicate previcnisly, 
offices widiin DoD were engaged at evoiy stage in the development of 
this propt^.. Moreover, members and committees of Congress, as well 
as the t^te House, the Office of Management and Budget in pMicular, 
were involved fiom the earliest days and frequently along die way. You 
simply canniX gain a proper perspective of how good and decent peqile 
tried to do the right thing by our warfighters and die American taxpayer 
without looking at every aspect of how diis program developed and 
evolved. If you are going to undertake this investigation, then 1 believe 
you should in all f^ess obtain the full cooperation of the Secretary of 
Defense, the White House and congressional leadership for your inquiiy. 

In conclusion, I’m not calling for a broad investigation into all these 
events, even though a comprehensive look across multiple agencies 
would be absolutely necessary should you wish to understand the process 
fully . The Air Force pul forward a ixoposal done in conformance with 
the law and policies in place at the time The Air Force performed a due 
diligence look into potential altematives, including open competition, 
even thouj^ the legislation specified the Boeing 767. We fac^ some 
criticism from cerain membm of Congress for taking this step. The 
proposal had built-in safeguards against any windfall profits for the 
supplier. It was debated, adjusted, renegotiated, and eventually approved 
by OSD and the Administration Not a dime was given to' the Boeing 
Company at anytime, nor would any be given without full congressionm 
approval. 

No, I’m calling for you to do the courageous thing and not 
contribute to the furmer character assassination of those who tried to 
serve honorably in this matter. To continue down die current path will 
dramatically contribute to severe risk aversion on the part of senior and 
Junior military leaders who should innovativel^ and efficiently field 
enhanced war-fighting capabilities to those Americans who must go into 
harm’s way To put it bluntfy, this investigation will further stifle 
innovative procurement for years to come 

Sincerely, James G Roche, Secretary of the Air F orce 

On January 27, 2005, the Chaiiman, Committee on Commerce, Science, and 
Transportation sent a letter to the Secretary of the Defense, requesting that we 
determine who intentionally deleted information fiom placards that were displayed 
during a tour that members of the Senate Armed Services Committee staff participated 
in during Tinker Air Force Base visit in October 2003. Subsequent to Ae tour, the 
Committee staff asked for copies of the placards . Appendix G and supporting 
Appendices H, I, J, and K address the placards. 
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Appendix D. Members of the Office of the 
Secretary of Defense and the 
Air Force Who Were Interviewed 


The following membeis of the Office of the Secretaiy of Defense and the 
Department of the Air Force, both militaty and civilian, including the then- 
Secietaty of the Air Force and the then-Assistant Secretary of the Air Force 
(Acquisition), were interviewed to gain insight into what happened and who was 
accountable dur ing tihe structuring and negotiating of the proj^sed lease contract 
for the Boeing KC-767A Tanker Program. 

Office of the Secretary of Defense 

Donald Rumsfeld, Secretary ofDefense 
Paul Wolfowitz, Deputy Secretary ofDefense 

Office of the Under Secretary ofDefense for Acquisition, 
Technology, and Logistics 

Mr . Michael Wynne, Acting Under Secretary of Defense for Acquisition, 
Technology, and Logistics* (formerly the Principal Deputy Under Secretaiy of 
Defense for Acquisition, Technology, and Logistics) 

Dr. Nancy Sproili, Director, Acquisition Resource and Analysis 

Ms. Deidre Lee, Director of Defense Procurement and Acquisition Policy 

Office of the Under Secretary ofDefense (Comptroller/Chief 
Financial Officer) ' 

Dr. Dov Zakheim, Under Secretary of Defense (Comptroller )/Chief Financial 
OfflCM 

Mr. Wayne Schroeder, Deputy Under Secretary of Defeiise (Resource Planning/ 
Management) 

Office of the General Counsel 


(Depaitment ofDefense Office of the General Counsel 


‘Became the Under Secrelaty ofDefense for Acquisition, Technology, and Logistics on April 1 , 2005 
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Mr. Douglas Larsen, Depaitinent of Defense Deputy General Counsel for 
Acquisition and Logistics 

Office of Program Analysis and Evaluation 


Mr. Kenneth Krieg, Director 

Mr. Richard Burke, Deputy Director for Resource Analysis 
Mr. David McNicbl, Deputy Director for Resource Analysis (former) 

Analyst for the Economic and Manpower Analysis 

Office of the Secretary of the Air Force 

Dr. James G. Roche, Secretary of the Air F orce 

Office of the Assistant Secretary of the Air Force (Acquisition) 



Dr. Marvin R. Sambur, Assistant Secretary of the Air Force (Acquisition) 
Major General Paul Essex, Director of Global Reach Programs (former) 
Major General Wayne Hodges, Director of Global Reach Programs 
Major General Darryl A. Scott, Deputy Assistant Secretary (Contracting) 
millllHIIIHHP Deputy Director of Globa] Reach Programs (retired) 
mmmimDeputy Director for Special Programs (retired) 
||||||||||||||mi|||||[|Pchief, Mobility Division (retired) 


[Mobility Division 



obility Division 


(Support Contractor Analyst, Mobility Division 


iDeputy Chief, Contracting Operations Division 


Office of the Assistant Secretary of the Air Force (Financial 
Management and Comptroller) 


Mr. Michael Montelongo, Assistant Secretary of the Air Force (FinanciaJ 
Management and Comptroller) 
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itysis brand 


iDeputy Director for the KC-135 System Program Office 
Structural Engineer for the KC-135 System Program Office 
iProduction Management Specialist for the Procedures and 

It anker Bianch Chief Aircraft Division 


Defense Science Board 


William Schneider, Jr., Chairman of the Defense Science Board 


154 



173 


Appendix E. Operating Leases 


The following discusses the use of commercial financing to recapitalize the 
Air Force KC-135 tanker aircraft fleet with Boemg KC-767A tanker aircraft; the 
concerns of the congressional budget committees, the Office of Management and 
Budget and ftte Congressional Budget Office about various financing schemes 
involving lease-purchase arrangements; and the approval process for the Boeing 
KC-767A tanker aircraft operating lease . 

Using Commercial Financing to Recapitalize the Air Force 
KC-135 Tanker Aircraft Fleet with Boeing KC-767A 
Tanker Aircraft 

Senior members of the Administration, Congress, the Department of Defense, and 
the Air Force worked together in an effort to use commercial financing, an 
operating lease, to start recapitalizing the Air Force aerial tanker fleet with Boeing 
KC-767A tanker aircraft. The purpose of the operating lease was to preserve 
budget authority for other higher priority items because the Air Force did not have 
money in the budget to pur chase tanker aircraft The use of an operating lease to 
begin recapitalizing military assets is an issue that needs to be clear ly addressed 
by the Adrninistration, Congress, and DoD to prevent fijture problems, 

Office of Management and Budget Circular Nos. A- 1 1, “Preparation, Submission, 
and Execution of the Budget (2003)” and A-94, “Guidelines and Discount Rates 
for Benefit-Cost Analysis of Federal Programs,” provide specific requirements 
that must be met to qualify for an operating lease. Senior members of the Office 
of die Assistant Secretary of the Air Force (Acquisition) consistently argued it 
was their opinion that the Boeing KG-767A Tanker Program met the Office of 
Management and Budget Criteria for an operating lease; however, the Office of 
Management and Budget, the Congressional Budget Office, congressional staff, 
the Department of Defense Office of Program Analysis and Evaluation, the 
Department of Defense Office of the Inspector General, and other.Air Force. . 
officials had different opinions. Subsequently, the Office of Management and 
Budget changed its A-1 1 criteria to where the tanker lease program would no 
longer qualify. Further, some of the actions taken to “make the lease fit” were 
highly questionable such as; 

• paying 90 percent of the assets fair market value over 6 years for a 
25 to 40-year asset; 

•. selling the tanker aircraft at fair market value and then receiving a 
refimd for the difference between the fair market value and the 
remaining 10 percent value after 6 years; 

• waiving termination liability for the lease peaking at ove 
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using a multiyeai aiicraft lease price and a non-multiyear buy price for 
the A-94 net present value ^lysis ' 


Congressional Budget Office Paper on the Use of Leases and 
the Relationship to the Budget 


The congressional budget committees, the Office of Management and Budget, and 
the Congressional Budget Office have historically had concerns with various 
financing schemes involving lease-purchase anangeroents because they 
understate the cost of capital acquisitions in the budget. When leate-purchases 
are not appropriately scored in the budget, managers may be encouraged to 
purchase assets that were lower priority and that could not otherwise compete in 
the budget process. 

A Congressional Budget Office paper, “The Budgetary Treatment of Leases and 
Public^ivate Ventures,” examined agencies’ use of leases and the relationship to 
the budget The Congressional Budget Office paper showed that in the late 
1980s, tee congressional budget ccunmittees, the Office of Management and 
Budg^ and tee Congr essional Budget Office have been concerned with tee 
proliferation of lease-purchases. In October 1 988, the Acting Director, Office of 
Management and Budget told tee heads of tee executive departments and 
agencies that, although “a numba of agencies and committees of Congress have 
proposed financing schemes involving lease-purchase arrangement,” those 
arrangements understated the cost of capital acquisitions in tee budget and were 
opposed by tee Administr ation. The Congressional Budget Office paper reported 
that the demand for budgetary treatment, which would consistently put tee costs 
of lease-purchases up front in tee budgei reflected three basic concerns: 

• One was teat tee ability of agencies to rely on private borrowing, 
albeit private borrowing backed by future lease payments by the 
government, had the potential to seriously undermine fiscal discipline, 
rendering limits on deficits or caps on federal spending ineffeaive. 

• Second was tee concern teat tee ability of agencies to avoid tee up- 
front costs of their decisions could msdce it more likely that they would 
undertake projects of lower priority, leading to an inefficient allocation 
of resources. 

• The third concern was the incentive to use lease-purchases even 
though a lease-purchase was almost always more costly than direct 
purchase of tee same asset 

The Congressional Budget Office paper also addressed other lease issues 

Rapid growth in tee use oi lease-purchases in the 1980s highlighted tee 
ne^ for up-front scoring of teose leases that amounted to asset 
punteases. In response to budgetary pressures, federal managers 
increasingb' relied on such leases even though, viewed over the liie of 
tee as^ teqf were almost always more epsUy than outright purchases, 
in addition, the extensive use of le^es tiueiuebed to undermine efforts to 
control total federal ^)ending. The guidelines for the budgetaiy 
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treatment of leases that accompanied the Budget Enforcement Act[BEA.]- - . 
of 1990 were expected to curb the rapid growth oHeasing, promote fiscal 
discipline, and encourage more cost-effective choices bet^n leases and 
outright purchases. 

Although the BEA guidelines for leases WKe adopted in response to the 
specific budgetary problems of the 19E0s, a«y imght be viewed as part 
of a gradual and sometimes mafic shift tcm^ a budget process that 
provides greater visibility and control over federal ^i^ing Evidence of 
that fiiift IS seen in the 1967 Commission on Budga Concqits, whidi set 
out the basic principles of fedoral budgeting, aid late in the 
Congressicuial Budget and Impoundment Control Act of 1974, which 
gave the Congress the ability to sd revenue and spending t^ets and 
monto {uogress toward those target OMB’s current guidelines fta the 
full funding of investments — which initially ^plied only to the 
Department of Defense's acquisifion of weapons systems but now are 
applied mudi more widely — are consistent wi& that trend 

Under current budgetary guidelines, leases fall into three^iddnct - 
categories: operating leas«, lease-purdiase, and cmital teases. 

Cmerating leases are limited ones that are not considded me equivalent 
of an asset purchase. As defined in the current scorekeeping guidelines, . . 
operating leases satisfy six criteria. Phose criteria include a limit oh total 
amount spent on the lease (90 percent of the asset’s fair m^et value) 
and a limit on the portion of the useful service life of the asset covered by 
file lease (7S percent). Because operating leases are not equivalent to an 
asset punhase, file budget authoi^ for such leases is scored eifiier for 
the full amount of future lease payments up front or, if the contract 
includes a cancellation clause, for the first year’s payimnt plus any 
cancellation penalQ', with future years’ p^ments scor^ incrementally 
over the term of the lease 

In contrast, the budget author!^ for a lease that fruls to meet the criteria 
for an operating lease is scored up front for ttie ftill present discounted 
value of all future lease payments, regardless of any cancellation clause 
Scoring the budget aufiiori^ up front in this way at^owledges that such 
leases are, in effect, a commitment to purchase an asset on the 
installment plan Such leases are either lease-purchases— leases in which 
the ownership of the asset transfers to the government at the end of the 
lease— or capital leases, a cat^oty that includes all leases that are neither 
operating leases nor lease-puntoes 

Before the implementation of the cument lease-purchase guidelines in 

1991, OMB’s standard practice was to record file budget authority and--— ^ 

outlays for lease-putchases that were specifically exempted frotn the 
Anti-Deficiency Act in their aufiiorizing legislation inoementidly, over 
the torn of the lease. That ^proach made Tease lease-purchases appea' 
much less costly, in the near term, fiian direct pureba^ of assets. In 
some cases, that budgetary treatment encouraged managers to purdiase 
assets that were lower priority and could not otherwise compete in the 
budgrt process. It also encouraged managers to use lease-purchases even 
if a dirM purdiase would have been more cost-effective 

Summary of How the Operating Lease Was Approved 

The following are selected e-mails, memorandums, and interviews that identify 
accountable officials associated with the operating lease for die Boeing KC-767A 
tankei airraaft and excerpts from iriteryiews tiiat representative . 

Department of Defend Office of the Inspector General conduct^* of senlOT^' 
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Office of the Secret^ of Defense and Air Force officials associated with the 
operating lease. 

Prior to 2001. A Senator and the Senate Appropriations Committee 
encouraged the Air Force to lease airplanes. Specifically, a Senator was 
pushing to lease airplanes for the Air Force 6om Boeing for the VCX program. ' 
The Air Force entered negotiations, but never leased the planes because of 
problems involved in the lease process. The Air Force did lease 737s but it was a 
lot easier deal because Boeing financed them and they were not new airplanes . A 
Senator and the SMiate Appropriations Committee have bewi trying to encourage 
the Air Force to lease airplanes 

Earfy 2001. A Senator called Ms. Dmyun, Principal Deputy Assistant 
Secretary of the Air Force (Acquisition and Management) about acquiring 
. airplane from Boeing and using leasing because the Air Force did not have 
the money in the budget. Specifically, a Senator called Ms . Druyun indicating 
that he was again looking to acquire airplanes for the Air Force,. The Senator was 
really pushing leasing. The Air Force needed to lease the aircraft because it did 
not have money in the budget to purchase them and was not willing to give up 
other programs for those aircraft . The Senator was thinking that Boeing would 
have excess capability after Septemhej^^TOO^n^^fesult, the Air Force 
could get a good deal from Boeing. ||||H||||H|||^|BDcputy Chief, 
Contracting Operations Division, Office of the Assistant Secretary of the 
Air Force (Acquisition) stated that the Senator thought that the DoD budgeting 
system did not work well and that DoD was going to need additional military 
capability. In addition, he stated that the Senator thought that the Defense budget 
was going to go up in the future and that leasing was a way to get programs going.. 

May 2001. On May 11, Secr etary of Defense Donald Rumsfeld asked 
Dr. Dov Zakheim, Under Secretary of Defense (Comptroller) to look into 
commercial financing concepts relating to capital asset leasing and 
mentioned a Senator’s strong interest in facilitating such financing. One of 
the potential capital asset lease concepts discussed was the replacement aer ial 
tanker for the KC-135 tanker aircralf. The use of lease linaDcing did not 
requite additional budget authority. Specifically, on May 1 1, 2001, Secretary 
of Defense Rumsfeld as&d Dr Dov Zakheim to “initiate the process to get this 
moving and coordinated” relating to a paper on commercial financing concepts of 
capital asset leasing. The papei was outlined in a May 8, 2001, memorandum that 
Mr. William Schngdeijr^j^^an, Defense Science Board, prepared at the 
suggestion of|||HHmHpPchairman, National Economic Council, who 
met with finance specialists at Citicoip (New Yo±) to: 

• brief Citicorp on DoD interest in applying commercial financing 
techniques to selected DoD assets, including a replacement aerial 
tanker for the existing fleet of 500 KC-1 35 tanker aircraft, and 


’The VCX program cixisisted of small and large aircraft. The small VCX (C-37A) was a long range 
executive passenger jet that would have provided worldwide air tran^ortation for the Vice President, 
cabinet memboa, congressional delegations,- Presidential emissaries and other bi^ ranking dignitaries of 
the United States. The lame VCX (C-32A) was a Boeing 757-200 passengerjet The large VCX aifaift 
was to have been acquiredunder a lease with option to purchase contract . 
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• obtain Citicorp views on statutoiy and regulatory obstacles that 
prevent the use of commercial lease finance techniques in order to 
permit DoD to finance capital asset acquisitions and the sale-leaseback 
of DoD real property. 


Mr. Schneider’s memorandum stated that: 


Two potential capital asset lease concept were discussed: (I) C-i7 
strategic airlii) aircraft, and (2) a replacement aerial taidcer for die 
existing fleet of- SOO KC-13S aircraft The (^portuni^ cost of tying up 
appropriated funds for decades on long-lived capital assets is an 
important incentive for the use of lease finance in tbe private sector In 
view of the likelihood of tight topline budget constraints, preserving 
scarce Budget Autiioriiy for transformation and recovery of the capability 
of currently deployed forces is a high priority. The use of lease financing 
can crmtribute to these ends without a requirement for additional Budget 
Authority 

Mr. Schneidei also stated that a Senator has a “strong interest in facilitating the 
use of such financing ” A congressional staffer affirmed the Senator’s intense 
inteiest in incieasing the role of commercial financing in defense acquisition 

Subsequently, the Secietaiy of Defense asked Dr. Dov Zakheim, Under Semetaiy 
of Defense (Comptroller) on May 1 1, 2001, to initiate a process to get commercial 
financing techniques moving and to coordinate with the appropriate people, 
including the DoD Office of General Counsel. 

Septraber 2001. Ms. Dniyun stated that the Air Force was leasing rather 
than purchasing the aircraft because funds were not in the budget to 
purchase tanker aircraft and that a lease deal was favorable to both a 
Senator" and General John Jumper, Air Force Chief of Staff. Ms. Dtuyuh was 
not sure who initially drafted the Department of Defense Appropriations Act for 
FY 2002 language; however, she stated that she, along with her staff, reviewed 
the language and might have made changes. Ms. Druyun also stated that 
Dr. James G. Roche, Secretary of the Air Force made the decision to use Federal 
Acquisition Regulation, Part 12 instead Of Federal Acquisition Regulation, 

Part 15. In addition, Ms Druyun stated that a Representative frequently called 
her requesting information about the tanker negotiations with Boeing 


On September 25, 2001, Ms. Druyun wanted to lease tanker aircraft that was 
also a “vision item.” of Dr. Roche’s. Boeing, a Senator , and the Air Force 
could work Capital Hill and tbe Office of Management and Budget on ftie 
tanker aircraft lease. Specifically, notes froin a Boeing n- - 

~ uyun and Messrs.^ 

Istated that: 


Sej^mb|i^^2M^ftended h^k^Jruy 


• Ms. Druyun stated belief that Boeing was facing problems before 
September 1 1, 2001, and they need to share overhead impacts with 

■' ' DoD. 

• Ms. Dniyun had spoken with a Representative to purchase 
Boeing 767A tanker aircraft; 
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• Ms. Druyun wanted to lease tankers and this was a Secretary Roche 
vision hem. 

• Senate and House Appropriations Committees interested in increased 
capability 

• Major General Pau! W Essex, Director of Global Reach Programs, 
Office of the Assistant Secretary of the Air Force (Acquisition) stated 
that the tanker need was 500 to 600 aircraft. 

• Ms. Druyun wanted to take charts to Capital Hill on concept 

• -Boeing, a Senator, and the Air Force could work Capital Hill and the 
Office of Management and Budget on concept. 

• Major Genera! Paul W. Essex suggested converting 1 36 KC- BSE 
tanker aircraft to 100 Boeing 767 A tanker aircraft. 

• Asa result of the meeting,^|PH|||^Bat Boeing was tasked to 

develop brje^otyh^ankCTmraanieaseajncqjt by September 26, 
2001, ^ Ckruyun to take to Capital Hill. 
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deteimined that it would lease “^een aircraft” (basic Boeing 767 aircraft) fiom a 
Special Purpose Entity and modify the aircraft into tankas 

On October 7, 2001, Ms. Drnyun prepared a letter for Dr. Roche to send to a 
Representative on the need to ‘^ump-starting” a replacement program for 
the KC-135 tanker aircraft fleet Specifically, on October 7, 2001 , Ms , Druyun 
prepared a draft letter to a Representative concerning the “jump-starting” of a 
replacement progrmn for the KC-135 tanker aircraft fleet She forwarded the 
draft to Major General Paul W. Essex, Director of Global Reach Programs, Office 
of the Assistant Secretary of fee Air Force (Acquisition). Cfe October 9, 2001, at 
the direction of Major General Essex, the draft was forwarded to fee Office of the 
Secretary of fee Air Force. On Octote 9, 2001, Dr. Roche sent a letter to fee 
Representative, which was basically the same as the draft prepared by 
Ms. Druyun. 



November 2001. Lieutenant General Reynolds, Commander, Aeronautical 
Systems Center, Wrigbt-Patterson Air Force chartered a “tiger” team 

to work a contract to lease KC-767 air refueling aiteiaft. The charter was to 
develop an implementation plan to lease aircraft. 

On November 1, 2001, Mr. Edward C. “Pete” Aldridge, Jr., Under Secretary 
of Defense for Acquisition, Technology, and Logistics and Dr. Dov Zakbeim, 
Under Secretary of Defense (Comptroller) issu^ a meniqrandum, statirig 
that leasing had potential benefits and greater flexibility and that the 
Department should u% multiyear leases as a means of acquiring capital 
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assets where it makes good business sense. Specifically, on November 1, 

> Mr. Aldridge and Dr. zScheim issued a memorandum, “Multiyear Leasing of 
Capita] Assets,” to the Secretaries of the Military Departments; the Commander in 
Chiet Special Operations Command; and the Directors of the Defense Agencies. 
In flte memorandum, the Under Secretaries stated that “Leasing has several 
potential benefits to the Department and provides greater flexibility in dealitig 
with changing requirements.. The Department needs to use multiyear leases as a 
means of acquir ing capital assets where it makes good business sense ” Further, 
the Under Secretaries stated that they were jointly establishing a Leasing Review 
Pane] and requested that the addressees identify candidate programs for 
acquisition by means of multiyear leases. The Under Secretaries also stated that 
the Panel would review all lease proposals projected to cost a total of 
$250 million or more over the life of the lease. After review of the proposals, the 
Panel would make recommendations to the Defense Acquisition Board or the 
DoD Chief Information Officer. 

On November 8, 2001, the Congressional Budget Office explained that the 
only way to make the tanker aircraft program happen was 
capital lease. Specifically, on Novembk 8, 2001, according tofHpP^HBat 
Boeing, Major Genera! Essex, Director of Global Reach Programs, Office of the 
Assistant Secretary of the Ait Force (Acquisition) met with representatives fiom 
the Congressional Budget Office to receive an out-brief of the Office’s 
recomroende^connyrosition on the tanker lease program, which was as a 
capital lease. H^I^Pnoted that Major General Essex’s meeting with the 
Congressigi|y^get Office had the same “flavor” as did Boeing’s meeting ) 
Further,(|H|H^stated that, upon arriving, it was clear that die Congressional 
Budget OniceTintent was to question Major General Essex about the details of 
the tanker lease program. Specifically: 

CBO [Congressional Budget Office] bad decided that the program could 
only be scored as a Capital Lease (Lease-to-Own). Most of their 
questions were intended to have the Air Force provide statements to 
bolster their position. 

» CBO asked if AF [Air Force] will have a requirement for Tankers at 
the end of the lease Cen [Major General] Essex responded they 
would, but the 767 might not necessarily be the Tanker for the future - 
that the AF will have an Analysis of Alternatives in the FEY [sic] 
budget to look at Tanker recapit^ization- 

• CBO asked about the type of modifications necessary to convert a 767 
to a tanker. Gen Essex explained that Cnrgo dow & Cargo floor mods 
[modifications] would convert the a/c [mrcraft] to a &go airc^ 

(with conunercial value) and fire boom, and hose & drogue would 
have to be added to make it a tanker 

• CBO asked, then was it AF intent to turn these back over to Boeing at 
the end of the lease Goi Essex explained [Aat] the AF wanted 
flexibility through this pilot program to either end the lease, extend the. 
tease, or purchase the aircraft at some point 

• CBO asked if Boeing has estimated the de-modification costs for these 
aircraft? [1]ermination liability required? [C)ost to finance? Gen 
Essex explained these questions could best be answered ty Boeing 

, : ; . , CBO asked fteAF to get Boeing to provide this information. 
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e-mail tofllll^HHPstating that||PH[miimphad no integrity, et 
cetera, et cetera, a^iSnerte sb and danum^SmuT^^ 

On December 3, 2001, Ms~ Dniynn recognized that the Congressional Budget 
Office position on scoring the lease as a capital lease was a problem and 
stated that the Senate Appropriation Committee and Boeing weryyijrMiio 

« yssue. Specifically, on De^mber 3, 2001, Ms. Dtuyun spoke 

pat Boeing about the Congressional Budget Office tanker aircra^migimg^ 
e erqtressed her view that the Congressional Budget Office construct was not 
viable . Subsequently, Ms Druyun spoke to the Senate Appropriations Committee 
staff. After speakin^il^e Senate Appropriations Committee staff 
Ms. Druyun caUcdSHBback to report. She stated that she was frustrated 
wifii the Congressional Budget Office and that knew that the Senate 
Appropriations Corrrmittee and Boeing were trying to work the issue. 

On December 5, 2001, Ms. Drvyan notified a Representative and a 
congressional staffer that the language on leasing tankers was not executable. 
The language required the lease of “green aircraft” (basic Boeing 767 aircraft) and 
then modification through a senate appropriation. She wanted the congressional 
language to describe the lease for a “commacial aircraft tanker” versus a green 
767 aircraft because the Air Force did not have the money for the modification 
and would not meet the 90 percent fair market value rule. (In My 2003, the 
Office of Management and Budget changed die Office of Management and 
Budget Circular No. A-1 1 criteria to require Government unique features or 
enhancement to be financed up front and separate from the lease .) On 
December 5, 2001, Ms. Druyun sent this information in an e-mail to Dr Roche; 
General John P. Jumper, Air Force Chief of Staff General Robert H. Foglesong, 
Air Fmce Vice Chief of Staff; and Dr. Sambui In the e-mail, Kls Druyun stated 
that: 

[A Representative] and [a congressional stafiiMr] faxed roe the new 
language on leasing last night that will go to conference. They have fixed 
some of the issues but as written it is still not executkrle [The 
Representative] called roe again this AM to get my sense of its 
executability a^ this is what ! said to him: 

• the language requites the AF [Air Force] [to] lease green 767 aircraft 
but procure thru sepjurate AudVApprop [Authorization/Appropri|fonl 
the rood to make it a tanker. This means the aircraft cost is PIP 
vdiich I dien do roy fair market value 90% assessment For a ten year 
lease 1 bust the 90% figure...its approx 116% under 0MB [Office of 
Management and Budget] Circular A-1 1. 

* 1 asked if they could describe tbe lease fbr a “commercial airoaft 
tanker” vs [versus] green 767 a/e. My reasoning for this is that 1 
believe Boeing can market a commercial 767 tanker vdiich hopefully 
can include a boom and comm [communications] equipment for US 
■ and FMS [Foreign Military Sales) sales. Thi^ould not require the 
USAF [U-S. Air Force] to come up withpH|a copy for each a/c 
. [aircraft] which 1 told him would ptobablyb^mpossible to do with 
our cuiroit ft>p line. Writing a lease for a commercial tanka' largely 
solves this {^biem Also it puts th^a^ I would do an OMB 
Circular A-1 1 calculation on close toPPPi^ if I do it on two S 
year leases I believe I can come widiin the .90% rule since each is a 
stand alone calculation SAF/IA [Air Force Demn^^nto Secretaiy 
(International Affairs)] Is looking at wfaetha|PPcan have as a 
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description in their commercial tanker some variation or options such 
as tadios and have two commercialtaiiker offerings: US mid FMS and 
non FMS subject to ITAR pntemationanrafiic in Arms Regulations] 

1 should hear back cai that later today 

• [The Rquesentative} asked that I call [a congressitnial staffer] and 
discuss the changes diat I would want to see happen in Conference. 1 
am awaiting his call sometime today [The Representative] and [the 
congressioi^ staffer] told me that tte prohibition to eventually buying 
these aircraft would be changed in the next couple of years. 

A{^arently they have some backroom agreement on this The lease 
would diet! be allowed to be scored annually po' discussions they have 
had widi CBO [Congressional Budget OffiM] and 0MB if 1 can meet 
the A-11 requirements. 

I will keep you posted. Boeing by next week can have a commercial 
tanker ready for marketing witb'a boom if I g« a peen light ftom lA 
[AirFmce D^uty Under Secretary (International Afl&irs}] on my 
questions. 

On December 5, 2001> Dr. Sambur touted that Ms. Dniyun was doing an 
excellent job on Capital Hill to modify language on the tanker aircraft lease 
and that it was “approaching the doable range.” Specifically, on December 5, 
2001, in response to Ms Dtuyun’s December 5, 2001, e-mail. Dr. Sambur sent an 
e-mai! to Dr. Roche, Ms. Diuyun, General Jumper, and General Fogicsong with a 
cc: to Ml: Willard H. Mitchell, Deputy Under Secretary of the .^r Force 
(International Affairs) in which he stated that, “Since this email, Datleen 
[Dniyun] has done an excellent job on the Hil! to modify the language so that it 
[is] approaching the doable range .” 

On Decem ber 12, 2001, an Office of Management and Budget official sent a 
letter to a Representative expressing grave reservations about leasing tanker 
aircraft as part of an economic stimulus package. Specifically, on 
December 12, 2001, an Office of Management and Budget official sent a letter to 
a Representative in which he stated that ‘Thank you for your letter to [a White 
House official] requesting that the Administration’s economic stimulus package 
include funding for the purchase or lease of Boeing 767 aircraft as the Ait Force’s 
next generation tanker- The [White House official] has asked me to respond on 
his behalf .” Further, the Office of Management and Biriget qfficial discussed ,the 
Representative’s concern about the economic well-being of the Boeing Company 
and stated that: 

In your letter you ask that the econcunie stimulus padcage include money 
for the lease or purchase of new B-767 aircraft as tankers for the 
Air Force. We have grave reservations about leasing these airruaft Our 
analysis riiows that over the loi^-teim a lease-wrcfaase program would 
be much more exp^ve than direct purchase of the same aircraft With 
regard to the possibility of procuring the aircraft, we have now begun fiie 
programmatic and budget reviews necessary for the prqnratioii for the 
FY 2003 Budget submission. In ftiis process programs ate evaluate m 
terms of their cost and potential militr^ benefit Please be assured that 
we will consider your request carefiilly as we prepare the Fy2003 
Budget request 




On December 17, 2001, Major General Paul W. Essex e-mailed Dr. Sambur 
that Ms. Dtnyun, Boeing, and Air Staff representatives had developed 
options that met the r equirements for an operating lease. On that date. Major 
General Paul W. Essex, Director of Global Reach Programs, Office of the 


Assistant Secretary of the Air Force (Acquisition) sent an e-mail to Dr . Sambur ; 
Ms. Druyun; Lieutenant General Stephen Plummer, Air Force Principal Deputy 


(Acquisition); Mr. Blaise J. Durante, Air Force 
(Management Policy and Program Integration); 
the Air Force Director of Global Reach P 
Secr etary of the Air Force (Acquisition); 

irector of Global Reac 


M a g 


ffice of 




tf PT - Tgt M tiPT . i a 


AirFr 
Essex stated; 


ograms; 

Force Director of Global Reach 
_ hief. Mobility Division, Office of the 
ograms. In the e-mail, Major General 


Dr Sambur 

Summary of actions taken: 

Mrs Druyun, Boeing, and Air Stafi reps met end of last week to develop 
and examine set of options which meet the requirements for an operating 
lease Over weekend further refined these options and began building 
briefing which lays out an Integrated Master Schedule combining 
Boeing and Government actions required to obtain congressional 
approval and initiate the program. We will brief this to Kte. Druyun 
Wednesday « 0700, along with the matrix of options which meet the 
operating lease gates The variables in the matrix are: purchase price, 
lease term, interest rate, residual value, and lease payment. Ail die 
options presented will meet die OMB [Ofiice of Management imd 
Budget] gates. 

I reconimraid that we brief Dr Roche on Wednesday after this meeting, 
at which time we can also show him what he just ari^ for...how we got 
the old numbers and what are ‘the real numl^. ’ 1 think it is important 
to remembo' that the old numbers were generated on a ‘pilot [»ogram’ 
which was really a capital lease by another name. That is oft the table 
; ; rmd- we need to distance 

Mrs Druyun and Gen [Graerai] Plummer, 
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This is what I sent to Dr. Sambur, at his request. He is going to call or 
e-mail SECAF [Secretary of the Air Force] about 767 ri^Hn^w^s problem. 
As you can see, 1 am recommendmg we by to get SECAF to wait til[I] 
Wednesday to discuss fte lease numbers The previous lease numbars 
were for a pilot pit^ram which is completely different from what we’re 
working toward now. 


On December 18, 2001, Mr. Paul D. Wolfowitz, Deputy Secretary of Defense 
wanted a briefing paper on Boeing 767 leasing issnes, induding wby the 
decision was made to lease versus buy, costs, scor ing issues, and advantages 
and disadvantage. Specifically, on December 18, 2TO1, Mr laymie Duinan, 
The Special Assistant to the Secretary and the Deputy Secretary of Drfense sent 
an e-mail to Dr. Roche with a cc; to Mr. Aldridge; Brigadier Genen ‘ 

[ Assistant to the Deputy Secretary of Etefense; andf 
1 In the e-mail, Mr . Duman stated: 

. . Jim, 

DSD [Deputy Secretary of Defense] asks that you provide hint with a 
briefmg p^er on the 767 teasing issues. He would like the papra- to 
include how the decision was made, why the decision was made to lease 
versus buy, the costs involved, die scoring issues involved, the 
advantages and disadvantages of leasing versus buying, were diete 
alternatives to the 767 and i^t were they, and other relei^ issues you 
deem appropriate. It would be helpfol to give him a scorecard of why [a 
Senator], et al are so opposed to it. 

He asks if you can provide foe ptqier by cob [close-of-business] today 
and, if necessaiy, would like to schedule a meeting wifo Pete [Aldridge] 

Dov [Zakheim] and you tomoirow to discuss foe issue. 

On December 25, 2001, Dr. Roche, Dr. Sambur, and most senior Air Force 
officials discussed whether the Air Force could live with the tanky^irerufi 
Specifically, on December 25, 2001,^HH|||||P 
stated that Dr. Roche called together p^l^^ the 
tices ot the Air Force General Counsel, the Assistant Secretary of the Air Force 
(Financial Management and Comptroller), the Deputy Assistant Secretary of the 
Air Force for Contracting, and the Deputy Chief of Smff for Air and Space 
Operations to analyze the tanker aircraft lease language in the law, to determine 
what they understood Boeing’s process to be^ 
could go forward with the Air Force budget. _ 
that they met over Christmas and everyone a^ 
all “two-letter” directorates i ‘ 
then that Dr . Sambur tasked! 

KC-767 System Progrmn Onice to press forward 





;ey/ 
ecalted 

It would be dillicult. Almost 
agreed to go forward. It was 
System Program Director, 


January 2002, The Air Force Integrated Proce^ Team looked into the 
feasibility of leasiug the aircraft called for in the congressional language. The 
Air Force Integrated Process Team was formed to look mto the feasibility of 
leasing tanker aircraft as rhentioned in Section 159 of th^enujngitnfDefense 
AppropriatioJl^^^^^^. Team members were: !iPH|||||||||||||||||p 
Cost Analy^j^^^^^^^^^B Integrated Process Tear^esm^m^^^^^ 
replaced Program Dir^r 

Progratn Oniceim||||[|||||H|H||pprogram Matiager;!|||^||||||[|[|||[||||p 
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contracts;^ 

contracting olficer, and others. 


I conriguration;! 


Ifoimer 


The KC-767 System Program Office wasi|sk£cy^e^|yanttact the lease 
called for in the congressional langnage. Deputy Chief of 

Contracting, Air Force Materiel Command recalled attending a meeting directing 
the Aeronautical Systems Command, Wrigjit-Patterson Air Force Base to get on 
contract the tank» aircaaft lease called for in Section 81 59 of the Department of 
Defense Appropriations Act for FY 2002. He stated that Lieutenant 
General Reynolds, Commander, Aeronautical Systems Command directed that the 
KC-767 System Program Office be set-up. 


The Air Force contracting officer stated that he wimrarchimy^he 
congressional language to lease tanker aircraft. 

Contracting Officer, Aeronautical Systems Command^MignWattoSrn 
Air Force Base stated that he was involved on the initial team that started work on 
the Commercial Derivative Air Refueling Airciaft, later changed to the KC-767 
System Program Office. He stated that the Aeronautical Systems Command 
received short notice to get on contract the lease called For in Section RH^^he 
Department of Defense Appropriations Act for FY 2002. In n(i<iition,fl|H0 
stated that Lieutenant General Reynolds, Commander, Aeronautical Systems 
Command directed that the KC-767 System Progt^ Office be set up to handle 
the tankei lease program He further stated that Lieutenant General Reynolds 
may have received 3iis direction from Headquarters, Air Force. 


The Air Force Deputy Chief of Contracting stated that the KC-767 System 
Pr ogram Office wa^|mim||||^^ frying to make the tanker aircraft 
operating lease fit. regard to the lease, "we 

pushed the edge of the envelope T here’s no question that there were a couple of 
issues with regard to the oper ating lease [for the Boeing KC-767A tanker 
aircraft]. It was on the ragged edge. There’s no question that it was on die edge 
and that we weie really reaching to try and make it [the operating lease] fit 


February 2002, The KC-767 System Program Office at the Aeronautical 
Systems Command, Wright-Patterson Air Force Base was formed to support 

Program Office team* was fonned to support 
the Office of the Assistant Secretary of the Air Force (Acquisition). 


Lieutenan^|mi|£|^^iii|lds, Commander, Aeronautical Systems Command 
assignedHPIHHH|0to the KC-767 System Program Office team as 
the System Program Director to support ffa^>Q|c^nyhe Asistant Secretary 
of the Air Force (Acquisition). At the time,^^m^Kvas working the 
KC-13S tanker aircraft r^Iacement program iHHHp^ted ftat he reported 
to Brigadier General Ted F. Bowlds, Program Kxecutive Offioei for Strategic 
Programs, Office of the Assistant Secretary of the Air Force (Acquisition). 


Brigadier General Ted F. Bowlds, Program Executive Officer for Strategic 
Programs, Office of the Assistant Seimetary of the Air Fore* (Acquisition) 
stated that Ms. Druyun was running the program and that he was just an 
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istai 


action ofiicer, not a decision maker. J||HHIIBim|Office of the 
Air Force Director of Global Reach Programs, Office of the Assistant'* “ 
Secretary of the Air Force (Acqniation) was Ms. Drn vnn’s inside nerso n and 
Brigadier General Bowids was concerned about whai 
reporting back to Capital HilL Bzigadier General Bowl 
[Ms Druyun] is very hands-on, and you were kind of like an action officer as 
opposed to a decision maker You’re just the implementer.” Ms 
petson to be her inside man or woman, that person was! 

In addition. Brigadier General Bowids stated that, “So you basically, 
got somebody out here running a program that is answerable ncrt to me, not 
necessarily to his boss. Major General Essex at the time, and answers directly to 
[Ms,] Druyun ” Brigadier General Bowids further stated that 


uii MJi&Jwci oa 


Because then was questions that were going back to the Hill, and it was. 

J ges deep worth of the truth, but when it got to 
it was, well, we can’t tell that whole story, da da da 
gonig to give them a paragraph and that’s what we’re 
going to send forWd 


. rsecause uicrc was qu 


Brigadier General Bowids stated that he mentioned to Major General Essex 
problems about being left out of a meeting. Specifically, at a meeting in 
p, Ms. Druyun pulled Brigadier General Bowids; 

J im KC-767 System Program Office; 

Analyst, Aeronautical 
_ht-Patterson Air Force Basysidyn^mld the team that 
you are trying to drive the price too low and for^^^|||||||||||||||||||Pto work with 
the team to bring the price back up.. 



On February 12; 2002, a Representative and a Senator wor ked on 
congressional language to help the Air Force achieve tanker recapitalization 
goals. 


On February 20, 2002, Brigadier General Darryl A. Scott, Deputy Assistant 
Secretary (Contracting), O^ce of the Assistant Secretary of the Air Force 
(Acquisition) signed out a request for information to The Boeing Company 
and Air bus North America, Inc. (European Aeronautic Defence and Space 
Company, Incor porated) to begin the Air Force’s market research and assess 
mar ket capabilities in the area of commercial aerial tankers. 

On Febniary 26, 2002, a congressional stafler asked why an request for 
information was sent to Airbus North America, Inc. (Eur opean Aeronantic 
Defence and Space Company, Incorporated) when the Senate had already 
decided that Boeing wonld supply the tankers. Specifically, on February 26, 
2002, a congressional staffer asked why the Air Force had asked Airbus to 
provide informatiori in response to a request for information before notifying a 
Senator, The congressional staffer noted that the issue regarding Boeing 
supplying the tankers had been decided by an overwhelming vote of the Senate 
(98 to 2 ). In response. Brigadier Genera] Darryl A. Scott explained that the 
request for information did not commit the Air Force to competition The 
congressional sta:ffer’s final words were “It is important to pick and choose your 
friends very carefully. It is clear that you have chosen, and the Committee has 
noted it.” 
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Apjril 2002. ■HHpHHP Cost Price Analyst, Aeronantical Systems 
Command, Wright-Patterson Air Force Base stat^ that the guidance from 
Ms. Drnyun and Congress was to get a^^|j|tjj|y||^ on contract, do it 
commercialty, and get it from Boeing. aHHIPI^Pwas involved in 
attempting to get the lease of 100 Boeing KC-767A tanker airciaft on contract 
He stated that, basically, the team was formed to support the Office of the 
Assistant Secretary of the Air Force (Acquisition^^ic^^the time was working 
the KC-13S replacement program. In addition,f[m||||^^tated that, around 
April 1 , 2002, the team received instructions to start work with Boeing to finalize 
a contract Specifically, he stated that the guidance fiom Ms. Otuyun and 
Congress was^^^ynerating lease on contract, do it commercially, and get it 
fiom Boeing. mHpwas told by Solomon Smith Barney that classic 
modeling of an opm’ating lease would not work because of the lenders. Trying to 
do a reasonable residual value under the lease would not work because the lenders 
would not buy-in because of the loan to value ratio. When the Air Force turns the 
tanker aircrafi back in, the marke^lace would be saturated sorhetime after 
20 plane^eryunred in and the last 30 or 40 planes may be sold as scrap. 

Further, fl^PHjjPstated that, because the Air Force could not use any 
language stating that they intended to buy the Boeing KC-767A tanker aircraft, 
Dr. Roche and Ms^jj^m^^yl^ffi|^|lettets of comfort” when the time came 
He also stated that|HHpHH||m|[P Office of the Air Force Director of 
Global Reach Programs, Office of the Assistant Secretary of the Air Force 
(Acquisition) devised contract clause Cl 02 to address the issue of residual value 
of only 1 0 percent after 6 years. The clause states that the planes have to be 
purchased at fair market value; however, if the feir market value is hu ' 
residual value, Boeing must give the Air Force a rebate. Jn addition/ 

stated that the Boeing and Air Forxse Integrated Y 

presentations and status reports t^^^Dn^n 
Boein^^fte^^^Druyun and^^HBretired, 
andfUII^^^IPat Boeing receiv^ne briefings 


Qint 


general Bowlds 


On April 8, 2002, at the DoD Press Briefing of Secretary Rumsfeld and 
General Richard B. Myers, Chairman, Joint Chiefs of Staff; General Afyers 
stated that “Now, what we are talking abont, leasing, this is an Air Force 
. issue. The Air Force is looking at that, and they have not brought that to me, 
or to the Secretary.” ^ • 

On April 16, 2002, Senate Armed 
informed Major General Essex;f 
Office of the Air Force Director « 

« nt Secretary of the Air Force (Acquisition); a^l 

Chief of Mobility and Special Operations Forc«7^oapons ^sterns 
I Division, Office of Air Force L^isiative Liaison that leasing was 
perfectfy^ acceptable if you get what yon pay for. However, if yon pay 
90 percent of the assets value, you should obtain 90 percent of the assets life 
in return. A six-year lease for 90 percent of the cost of the aircraft is not a 
good deal Those comments result^ fiom a discussion reported in an April 16, 
2002, Tanker Lease Congressional Contact Rqxat Presiait at the discussion were 
. four members of the Senate Armed Services Ccmmijl^jmfessiona^tgf^d 
ge officials: Major Genera! Bssex,|||||||||||||||||||||||||||||||^^ 
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On April 25, 2002, the Air Force did not answer questions from a reporter 
about whetiier the tanker aircraft lease purchase plan begati wben'a Senator 
called the Air Force and r equested that it use “creative funding” 
BraiiiaKC-767A tanker aircraft Specifically, on April 2S, 

■P^P“U.S.. News and World Report,” submitted questions to Dr. Sambur 
Question: I am told by two sources that the tanker lease purchase plan began 
when a Senator called the Air Force and requested that the service use “creative 
funding” to buy 767 tankers. I am fiirther told the Senator said creative funding 
meant a lease. I understand it was diis call that helped move the proposal to the 
top of the agenda. Is that true? When was the call? Who did the Senator speak 
with? Whose idea was the lease? Whose idea was it to buy 767s? Is the lease cost 
mote than a purchase, will that limit dre numb« of new toikers the Air Force can 
have long term? Answers were not provided to these questions. 

May 2002. On May 3, in a letter to a Senator, the Office of Management and 
Budget stated that it inter preted the congressional language on the tanker 
aircraft to mean that the Air Force could lease basic aircraft and then modify 
the aircraft; however, the Air Force interpreted the language to mean that it 
could lease the converted aircraft because the aircraft qualified as “general 
purpose aircraft.” The Air For ce interpretation presumed that an active 
commercial market existed for the tanker aircraft Specificaily, on May 3, 
2002, an Office of Management and Budget official sent a letter to a Senator in 
which he stated: 

Dear Senator: 

Thank you for your letter of April 17, 2002 in which you asked us for the 
preliminary results of bur analysis of die following areas related to the 
Air Force's tanker fleet 

The Air Force’s discussions with Boeing regarding leasing lOOB-767 
tankers are still ongoing. We, therefon^ have no basis to change our 
previous cost estimates for leasing or direct purdiase of B-767 tanker 
aircraft We believe, however, that there are four options for the tanker 
fleet: 

Do nothing. This is die path analyzed by th^uJEmcyi^ls two studies 
It results in increased long-term costs offlU^I^^Ppaid out over 
40 years, accepts the risk of shortfalls in certain scenarios, but avoids 
potential ly large up-front costs of $3-26 billion, depending on the option 

Convert 126 KC-135’E’ tanker models into KC-13S’R’ models, TheAF 
[Air Force] has already conducted a re-engim’ng and upgrade program for 
most of its KC-135S, to convert them to the ‘R’ model, which the 
Air Force plans to keep in service until perhaps 2030 or 2040 depending 
on us^e. In all, the Air Force has already re-engined 410 aircrafC 
leaving only 126 ‘E’ aheraft in the Air Natibnal Gusd fleet with older 
engines that could also be converted into an *R’ mode^^i^h an option 
could be achieved fts- an estimate^os^fahmi^^^^^Hsnr^ over 
a period of 6 years (about The 

advantages of this option are that the tueroBloa^^^S^of each 
aircraft would be increased and the total fleet capacity increased to solve 
some of the shortfrUis identified in the TRS-OS. Moreover, maintenance 
co^ of the current aircraft would be reduced, In adftk^ ftis option 
would increase die capacity of the fleet sooner tfaao other aheniatives (all 
. converted aircraft could be delivered 2009) 


.171 




190 


Direct purchase of 100 Boeing 767 tjnteyjjcjaft and retirement of the 
KC*135E fleet Based on a price of|[||H|Bp« airplane, which we 
understand is a reasonable possibility, and includnmeauir^ military 
construction, diis o|^on wotud cost approxiniately||||^^Band would 
not be complete before 201 1/12. The Air Force would have to folly fimd 
these aircraii in its budget request. New B-767s would provide foe 
Air Force with all the advantages of a modem mrcraft with greater 
availability and a potential life longer than that of converted KC-135R 
airciafl. However, because lOOB-767 aircraft would replace 
126KC*13SEs, foe total tanker fleet ci^acity would be reduced and 
would not solve any of foe shortfolis identified in XRS-05. 


Lease 100 Boeing 767 aircraft in accordance with section 81S9 of the 
FY2002 Defense Appropriations Act We understand section S1S9 to 
mean that foe lease would cover foe aircraft in its basic, or transport, 
configuration, which the AirF(»ce would then modify into a tanker 
configuradcm. At foe end of foe 10 year lease period foe Air Force would 
de-modify the aircraft and return them to Boeing in their original 
transport configuration. In this way foe Air Force co^d meet foe criteria 
of an onerrting lease. The Air Force believes that foe base aircraft cost is 
Twith tanker conversion and de-conversion costs adding 
J to foe price. As we indicated to you in our letter dated 
18, 2001, we believe that foe total cost of this option would be 
I in then-year dollars. This option would provide aircraft on 
foe same schedule and have the same tanking capacity as foe direct 
purchase option with lower near-term costs, but would require that the 
Air Force return foe aircraft after 10 years, meaning that they would have 
to develop an alternative for the tanker fieet by foat time. 



We have no basis at this time to change our^HjllHestimate, since 
discussions between the Air Force and Boeingtoaetarmne foe possible 
tease arrangements for such an aircraft are still ongoing. However, we 
understand that foe Air Force interprets section 8159, together with a 
colloquy reported in foe Congressional record on December 20, 2001, to 
mean foat a B-767 tanker is a general purpose aircraft In an exchange 
involving Senators, the Members stated they believed a converted 767 
qualified ‘as a general purpose aircraft ’ This position presumes there is 
an active commercial market for tankers which would therefore relieve 
foe Air Force of costs associated with conversions . 


Cleariy, this interpretation would make it financially easier for foe 
Air Force to meet the conditions for an operating lease imposed by 
section 8159 because they could amortize the costs of tanker conversions 
over ten years instead of paying for conversions up front While we are 
currently unaware of any commercial buyer or interest in purchasing 
100 tankers, OMB will provide its views on the Air Force interpretation 
to you in foe next few vreeks. 

Leasing policy 

You asked us to examine the polir^ of leasirig major defense programs 
and to evaluate foe role of DoD’s recently establifoed Leasing Review 
Panel . When analyzing ctmital leases, we believe it is criticily important 
to compare foe full cost of foe lease with other methods of acquinng the 
capital asrets, including direct purchases . We also believe that [a White 
House official] and foe Congress should consider foe full cost of capital 
acquisitions when they make budget decisions to allocate resources to 
Federal agencies and ^grains For that reason, we strongly support foe 
budget scoring rules for leases, which were agreed to by the Congress 
and [foe White House official] as part of the Budg^ Enforcemerit Act of 
19^- The -fules distinguish derating leases frtHn capita] leases and 
address the foct that some capital leases' are Virtually equivalent to the 
purchase of a coital asset, ■with most or all of foe benefits and risks of 
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. ownership transferred to the government, while others are more like 
rentals. They require agencies to fund the full cost of purchases, lease 
purchases, and coital leases up-frinit in the first year of the transaction 
In this w^, die mil cost is recognized at the time when decisions are 
made to incur dtat cost, r^dless of the source and form of financing, so 
that Ccm|re5s and [the Wmte House official] have the incentive and the 
in&rmation necessary to make the most efficiem use of taxps^ers’ 
mcHiey. 

The Defense Department’s teasing Review Panel, of t^ich OMB is a 
member, has itot yet met because the Air Force has not yet completed its 
proposal to lease B-767S and B-737 executive jets 

On May 7, 2002, the Congressional Budget Office expressed to a Senator its 
concerns about why leasing tankets will cost mote than the direct pntchase 
and estimated that, in net pr esent value terms, the lease would cost about 
$4 billion more than the purchase option. Factors that make leasing tankets 
more costly included the additional cost of financing, risk associated with'a 
limited market, increased administrative costs, and long-term requirement 
for assets. Specifically, on May 7, 2002, the Congressional Budget Office sent a 
letter to a Senator that addressed its analysis of the tanker lease. The 
Congressional Budget Office analysis showed: 

Factors that tend to make the lease of such assets by the government 
more costly than a direct purchase include the lessor's cost of financing 
(t^ich is higher than the cost of Treasury borrowing), the need to set 
tease payments high enough to compensate the lessor for the risk he 
incurs by producing an asset for which there is a limited market, and any 
increased administrative costs associated with a lease rather than an 
outright purdiase. Further, in this case, the need for tanker capability 
wifi presumably not expire wifii the lease term - something must be 
purchased or leased to replace it Therefore, we have included an 
estimate of the cost to purchase these tankets at the end of the lease term 
- the most likely option to preserve tanker capability. 

Leases have a greater potential to be cost-effective if the government 
does not have a long-term requirement for the asset. That does not 
appear to be the case here. Cost-effective leases also require the 
existence of a substantial maricet (by scoring rules, a private n Aetl into 
which to sell assets at the end of the lease While there is no pnvate 

'-S market for tankers, even die public, government market is hot likely to 

absorb more that a few of the 100 tankers 

The Cmre||j^I Budget Office estimated that the purchase option would cost 
AjMut^Hpmin current dollars over the period ffiom 2003 to 2020 and 
present Value whil^faye|g^ption would cost about 
^^^UPover the same period andlUIHIIPin net present value. 




On May 30, 2002, Boeing andf 

« ess case work, 
at Boeing an(H 
nPn 


l ate trying t^nak^h 
Sent an e-mail toflUHB 

System Ttogram Directot, KC-767 

Lp royided news on the Boeing 767 Business Case 
Analysis. Hj^^Hm^pstated that news fiom a meeting with the Office of 
Managemraitan^udge^as that Air Force would te allowed to build the 
purchase alternative funding profile for years in which funds would be expended 


July 2002. On July 10, the AiT^ 0 |e^j|O|^hg problems with the business 
case analysis. On that date,S|||H|H|Pstated that a problem existed with 
the Boeing commercial airplane analysis, in addition, he stated that he had a 
question regarding the Boeing commercial airplane purchase price: 

Would we be allow 15% advance payment in the first year of a 100 ale 
(aircraft) commercial buy, even though they’re s^regated into several 
lots, and would anyone actually ^ve us the budget to do h? If 
unr^isde, we’ll be roasted for manipulating the analysis, even if legal 
A bette- approach would be that, given we would NOT do a 15% adv 
(advance] payment, the unit would go up - THAT’S the price you put 
into the BCA (business case analysis] with a ‘’normal” paymoit sch^ule. 

We can justify an adv paymem on the lease, because we get a lower cost 
Surely, d» same can be said of a hypothetical purchase price 

August 2M2. flHHHHjHjjjBSupervisory Cost Analyst, Aeronautical 
Systems Command, Wright-Pattersoa Air Force Base, expressed concerns 
about the operating lease, but his concerns only got as £ar as the KC-767 
System Program Office. JJytate^h^yg^Tany concerns about til« 
operating lease; however, HimmHmBhad received Air Force 
approval to go forward with the operating lease. He elevated his concerns to 
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Mr. Michael Montelongo, Assistant Secretary of the Air Force (Financial 
ManSgement and Comptroller) and showed him that, when reali^ic assumptions 
were used, the tanker aircraft purchase alternative was at least $2.1 billion less 
than flic lease alternative. After the issue was raised, Ms. Diuyun called General 
Lyles, Commander, Air Force Materiel Command, and told him she no longer 
needed the financial management team at the Aeronautical Systems Command on 
the project. 


In addition,|mi|^^Pstated that under the guise the normal 

acquisitimi process was not followed. Supposedly,||HHPmK^3nd 
company up to the Office of the Secretary of flie Air Force (Acquisition) had 
recewe^nmoval for the tanker aircraft lease to be an operating lease. 
■IHHBalso stated that the goal was to get a contract at any cost and fliat the 




)o determine fait market value. Further, he 

l® 2 se issues to Lieutenant 

General Reynolds, Commander, Aeronautical Systems Center, Wright-Patta-son 
Air Force Base, who contacted General Lyles, Commander, Air Force Materiel 
Commaiid, in July 2002, about the issues. 


lease had lots i 
stated that his boss, 
General Reynolds, < 


Further,fl||||mPstated that in early August 2002, the Office of the Deputy 
AssistantSecrmryof the Air Force (Cost and Economics) briefed Mr. Michael 
Montelongo, Assistant Secretary of the Air F orce (F inancial Mairageraent and 
Comptroller) on the Commercial Derivative Air Refueling Aircraft lease program 
The brief concluded that, when realistic assumptions were used, the purchase 
alternative was at least $2 1 billion less than the lease alternative and 
recommended that that the business case analysis for the program should not be 
coordinated unless more realistic assumptions were used. The briefing showed 
that the Office of the Director of Global Reach Programs, Office of the Assistant 
Secretary of the Air Force (Acquisition) would not use the most probable interest 
rates for business case analysis inputs to budget estimates and that fmance interest 
rates in thym|in||^ase analysis were unrealistic, too low, and not fixed. 

Further , because of the issues being raised, Ms Diuyun 
basicall)nne^Hm|[|HH|n^i|r team by calling General Lyles and telling 
him that she no longer neededHpHpPand her team on the project. As a result 
of the firing, Brigadier General Bowlds requested that anyone, \Wio had a problem 
with flie tanker aiiciaft leas^lmi^^jyiis office on Monday to discuss the' 
problem. In the meantime,mp|H|^0got a call ftom Lieutenant General 
Reynolds who had gotten a call from General Lyles in which he stated that he 
wanted a group to go to Washington, DC the next week to present their concerns . 
(See the following August 27, 2002, discussion ) 


On Au^st 1, 2002, an Office of Management and Budget official sent a letter 
to a Senator in which he stated that ail currait discussions between the 
Office of Management and Budget and the Ait Force on the Boeing 767s 
indicate that it was uhlik^ that a proposal could be craft^ that complied 
with the lease requiremehts. Further, the Office of Management and Budg^ 
official stated thm Office of Management and Budget diwussions with flie 
Air Fort* suggest fliat the cost of an operational lease of Boeing 767s would 
substantially exoegd flie purchase price of Boeing 767s and fliatany reconfigured 
Boeing 767s as tanker aircraft would be designed for unique government purposes 
and would not be commercially viable. (Department of Defense Office of the 
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Inspectoi General Audit Report No, D-2004-064, “Acquisition of the Boeing 
KC-767A Tanker Aircraft;” March 29, 2004, also reported that the Boeing 
KC-767A tanker aircraft lease did not meet OfBce of Management and Budget 
Circular No A-1 1 criteria requiring that the asset be a general purpose asset and 
not be built for unique Goverrunent purposes ) The Office of Management and 
Budget official also stated that to support any lease proposal ftiat would cost tax 
payers more than direct purchase would be inconsistent with Office of 
Management and Budget circulars and irresponsible 

On August 2, 2002,fl||HH|||Psent an e-mail to Major General Essex 
in which he ideiitified potential Office of Management and Budget problems 
with the Boeing KC-767A tanker aircraft lease. Specifically, he stated that an 
Office of Management and Budget official believed ftat; 

• a 767 proposal that complies with Office of Management and Budget 
circulars and policy is unlikely; 

• the cost of a lease will “substantially exceed” a purchase price; 

• a tanker is a unique government asset (thus foiling one of the tests for 
an operating lease); and 

• termination liability must be ftmded or Office of Management and 
Budget will not consider a lease. 

fl^m^^^suggested a plan to eliminate the Office of Managonent and 
BuoptCMwems^ He suggested: 

• maximum interaction with Office of Management and Budget 
personnel; 

• let Office of Management and Budget Circular No A-94 analysis 
stand on its own; 

• agree on tanker market but suggested that aircraft will be sold as 
freighters; and 


• germination liability is an already know problem. 





On August 27, 2002, Biigadier General Ted J^^s^^l^jHUjjHBbrief 
Ms. Druyun, Major 

Boeing team, and tbefP||||H^^|pHHHpH|P^m on tanker 
program concerns, not just the operating lease. The briefing showed that the 
operating lease was about $1 .658 billion more than purchasing the tanker aircraft . 
Ms. Druyun halted the briefing after about five charts were shown and stated that 
she did not want to see numbm like that again where leasing cost more than 
nu|ch|sin^e tanker aircraft. Brigadier General Bowlds stated that he wanted 
Office of Management and Budget meeting wifti 
however, Ms. l&uytm countermanded the suggestion. 
^mmiPstate^n^ery few people in fire briefing really knew the 
implications of the price, construction financing, the lease financjn^nd what the 
Air For^^mctuaU^loin^^pay at the end of the day stated 

that the|H|||||||||||H||||||||pepie$entatives were sensiuvn^h^mon 
scandal anawerei5frra^^^mgjh|t you know, the lease was going to cost 
more than the purchase. another problem widi the lease 

was that a commercial market did not exist for the Boeing KC-767A tanker 
aircraft. In addition, he stated that, in arrother meeting, a Boeing Representative 
stated that maybe the whole process was being looked at incorrectly and that we 
should go back to stating that the lease would cost mote than die purchase. 
Howevo-, Ms. Druyun and Major General Essex did not agree with that line of 
thought and shut it down teal quick 


On Attgoi^jmOQ^miard to a briefing on that date about the lease 
aBalysis,fpHpHH|||||||p Cost Price Analyst, Aeronani 
Command, Wright-Patterson Air Force Base stated tba) 
about his second chart and Ms. Druyun ba^ 
told hitn to “Sit down and shut up, basically .” 
her p«son and “it was pretty intimidating-’’ ' _____ 

“flames” the conversation turned to “well, what should we use. 




lotto 
She 

ly boo to defend 
ent down in 


On August 28, 2002J^|H||H^|PseBt an e-mail to Dr. Sambur, 

Ms. Druyun, Major General Essex, and Brigadier General Bowlds stating 
that the preliminary lease arrangement passed the Office of Management . . 
and Budget business casie analysis by a slim margin and would save mbbey ' 
compared to buying. Further;, be stated; 
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' Per yonr request; ‘ - ■ 

Info we’ve made public: 

N^otiations continue and are entering tbdr final phase. We are 
cautiously optimistic that a lease deal that complies with the law and 
0MB [Office of Management and Budget] drears can be reached.. 
Once aj^roved by SECAF [Secretary of Oie Air Force], we vrill present 
the business case to OMB and the OSD [Office of the Secretary of 
Defense] Leasing Panel, followed by a re^ to Congress. A lease 
contract will not be signed without approval from tut four defense 
committees and apprcqrriate funding 

Infb not yet made public; 

The i^iniinary lease arrangement passes the OMB business case 
analysis by a slim margin and will save money compared to buying. We 
are currently running sensitivity analyses to prepare for - and ensure flie 
deal can stand up to - critidsm simiiar to mat seen with the 737 deal. 
We are actively engaging OMB to get their buy-in on the andysis - a 
critical ally needed to defend the lease I expect they will support the 
anal^is, but will baulk at supmjn^^y^Aeed ' to escape fiinding 
termination liability (peaks at in FY07; wiU need 

Congressional language to overcorneyOM^tBS also stated th^ believe 
a tanker is irot a commercial product (a key test for an operating lease), 
but if the business case bolds, I dtm’t titink Ohffi will make this issue a 
deaJ-killer 



On August 28, 2002, Dr. Sambur asks^m||||||H||||||pwhetber they should 
puke the Senate Armed Services CoinmTtfe^^D^^miyliQ]|Jjabilr^ 
issue. Specifically, on Augu|^^j^J^mesponse to|||^HH|||||[|He-mail 
Dr. Sambur sent an e-mail toflHHjjHmK with a t^^^MO^uyun^ajor 
General Essex, and Brigadier General Bowlds in which he stated: 


I assume you resolved the residual value issue from this update? 

Should we pulse the SASC [Senate Armed Services Committee] staffers 
on the termination liability issue? 

On August 28, 2002, .in- response to Dr. Sambur’s e-mail 
stated: 


Residual value issue of rebating resale profit to the gov’t is still in. 
OMB’s [Office of Management and Budg^] hands They’ve never seen 
anything like it before, and after 2 weeks of cbmiD|^|^^Mve not 
v^oed the conc^. However, when i spoke witbm^^Btoday, 
he.^i!tioned.me_tiiat.ld7, is so jrqlitical. that his innut is on 
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1 defor to Mrs Dnryun on the .ques^n of talking to SASC [Senate 
Aimed Services Ck>mmittee] staJfersf 

September 2002. On September 11, Dr. Sambnr sent an e-mail to Dr . Roche 
in which he stated that the economic justification for the tanker is not a slam 
dunk for either position (purchase or lease).. Specifically, he stated: 

Boss 

I kicked off the effort to establish ‘need*, justification for the tankers 
Hc^ to have conceptual frame ready by the end of the week. 

Spoke to Robin [Cleveland] after meeting to tell her friat the ectmomic 
justificatkm is not a slam dunk for either position (purchase or lease) It 
is more a push and a slight change in the interest rates can flip die 
tmalysis At the end of the day, we have to prove that there is a TRUE 
need and that diere are other advantages to leasing (earlier deliver, 

‘t^'> aff(adabiUty, etc) that make it a good business deal. It is going to be a 
tough sell given die other factors such as liability and indemnificadon. 

Marv, 


•JTlCfTiTrTTVlinwAljWlIIW 
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On September 23, 2002, a Senator wanted to know what the effect on the 
lease proposal was if the Air Fotce provisions on termination liability wer e 
not included iq the bill The provision allowed the Air Force to cany 
terminatiion liability as a contingent lability and would not require the Ait Force 
to set aside the liability amount. The lease deal became unafford ' ' 
terminaticm liability bills must be sp 
FY 20010- Oo September 23, 2002, 
of the Air Force Director of Global 

Secxetm^f^^j^prce (Acquisition) sent an e-mail to Major General Essex 
and||H|||^^^0in wdiich he stat^: 






relayed die following three 
questions irom la Senator] Needs answeis ty 1100. Recommended 
answers provided. Recommend approval for release. 

1) What is the effect on the lease proposal if the general provisions 
r^uested by the USAF [U. S. Air Force] are not include in the bill? 

AI) The prbvkions will allow the USAF to carry tennination liabilify as 
a contingmt liability and will not require the service to set aside the 
liability amount. The lease deal becomes unaSordable if the termination 
iiabiii^ bills must be specifically budgeted " 

2) What is the annua) bill for termination liability that must be budgeted 
^ under (SvIB’s (Office of Management and Budget] rules? 


3) What is the schedule for going on contract and what is the leased 
airaafideliveiy sdtedule? 

A3) Boeing and USAF remain in n^otiations The n^otiating team 
projects a December Contract award, if AF [Air Force), OSD [Office of 
the Secretary of Defend], 0MB [Office of hfanagement and Budget], 
and Congr«s concur with the negotiated lease. Based on a December 
2002 - contact: . award, the delivdiy schedule is: stailihg 'in FY06 
11/16^20/2000/13 {last deliveiy is FYll) . - , 
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In October 2002, Mr. Richard P. Bnrke, Deputy Dir ector for Resour ce 
Analysis, OfSce of Program Analysis and Evaluation stated that, in general, 
leasing a long-term asset was a dumb idea and that the tanker lease was 
clearly a lease/buy proposal. Further, he stated that Office of Management and 
Budget regulations prohibit lease/buy provisions when awarding contracts for 
operating leases Mr. Burke also stated that the Air Force saw 4e lease as a way 
to keep the tanker offbudget in the neat term, and then, you know, it would be put 
on their budget in the long term. He did not believe that the appropriators took 
kindly to that Mnd of thing and that was the reason for . Office of Management and 
Budget Circular No A-1 1 , Lease/buy provisions in contracts tend to lead to no 
requirement for funding up fiont and obligating the Government and future 
Congresses to things that are not apparent in the early start of tire programs. 

In addition, Mr Burke stated that he and(^H||||||imH||||||0Department of 
Defense Office of the General Counsel charreo^nreetlngo^een the Institute for 
Defense Analyses and Boeing on the analysis by the Institute for Defense 
Analyses He further stated ftat the Boeing representatives were “sweating 
pto&sely during that entire meeting.” Mr Burke recalled a call from 
Dr Sambur’s office in which the c5lei wanted to know how much work the 
Air Force did with the Institute for Defense Analyses . He interpreted ttet 
question as a “thinly veiled threat” in that the Air Force was going to pull work 
and would strongly complain to his boss Mr., Kenneth J. Krieg, Director, Program 
Analysis and Evaluation Mr, Burke also stated that “Leasing things long-term 
like tills [tanker aircraft] is just a bad idea ecotiomically. You can go to any 
economics cour se and get taught this over and over again . There’s no way you 
can meet the conditions the Department has on borrowing funds fiom the 
Treasury.” Further, he stated that, fiom the start, the Office of Program Analysis 
and Evaluation questioned how can you [the Ait Force] do this? How can you 
violate.Office of Management and Budget Circular No. A-1 1, which vras set up 
specifically to pr eclude this kind of transaction? Mr. Burke also did not know 
why the Office of Management and Budget did not declar e this [a violation] 

. , earlier. 

On Ofiice of Management and Budget representative. 

told(|||^|||||||||||HB the Boeing KC'767A tanker lease cpuld never pass 
: the requireinents of Office of Management and Budget Qrbulai No. A-94, so 
if the;KCt767 did pass tml|j^r^Konl^liange the rul» until it coiild not 
pass; In an e-mail from^^^l^^^lPto Ms. Dru>mn with a cc: to &Jor 
Gener al Essex, he stated 

As expected, yre only heard one real objection -,oui choice of discount 
. rate . We did It the way the circulai told us to do it, but as the [Office bi 
Man^ement and Budget Circular.No ] A-94 author said in the 'meeting; 

! he wrote it and he can al'ways change it He stated.that OMB’s [Office of , ’ 

Management and Budget’s] philosophy is you can never pass A-94, so if 
KC-767 did pass today, he’d change the rules until we couldn't He 
. direw out several ideas on how he thought he might st<m us (ail of them 
m-bitrary and capricious), thus providing fiee intel on hovy to count® 

(we’d already thought them through, but fliis confirmed our suspicions). 

An intwesting fellow - 1 bet he’s a terrible pok® pl^® 
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November 2002. On November 12,f|||HH|||||||||[||||||||||||^^ Office 
of the Air Force Director of Global RScEProgram^en^^ro^^lnhe 
November 7, 2002, KC-135 Tanker Modernization Action Gr oup “Questions 
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and Answers” to senior Air Force officials on wiry tbe Air Force was leasing 
Boeing KC-767A tanker aircraft rather than buying them. The questions and 
answers relating to the lease proposal are: 

Q5 Why does the Air Force want to lease 767 tankers rather than buy 
them? Wy the Urgency? 

AS. Soundbite leasing fflls a cmnbat need for the USAF [U.S 
Air Force] and takes advantage of the current low interest ta^ slow 
economic conditions, and creates jobs throughout the country 

A S. The Air Force does not have enough mor^ to buy new tankers 
today. Leasing is the only atfordable solution at diis time : Leasing 
requires less money upfiont and allows the Air Force to spread the 
acquisition cost over the life of dte lease That means the Air Force can 
begin replacing dte KC-13SE three years earlier dian if Uiey had to wait 
until th^ could afford to buy the 767. Waiting to begin replacement will 
result in higher unit costs a^ a slower “ramp-up” of mu^ needed new 
aircraft. 

On November 20, 2002, Major General Essex sent an e-mail to Air Force 
senior stafTin which be r esponded to discussions about postponing the 
Boeing KC-767A tanker aircraft lease and provided infoitnation on the 
consequences of that choice. He stated: 

Sirs 

I understand that within foe Air Force senior staff, there is now serious 
discussion about postponing foe 767 lease prog^. I am thoefore 
providing some information on the consequences of that choice 

The impact of waiting to execute the lease program until 2005 could be 
substantial in terms of bofo cost and schedule Specifically, 

The current economic conditions of tow interest rates and dressed 
aircraft prices are predicted to turn around by the end of 2005 This will 
seriously degrade the negotiation leverage we’ve taken advantage of 
today 

If the 2005 negotiation results in a real price increase of just 5^ we wilt 
have to drop one aircraft per year to live within our budget. This will add 
further cost and stretch-out foe.KC-13S recapitalization effort two more 
years in additionib the two-year late start , 

A 5 percent ^ce increase due to loss of negotiation leverage will add 
more than $700M [million] to the cost of the first 100 KC-767s. : 

A delay of 2 years could kill foe lease by cutting in half foe “jump-start” 
advance over the POM [Program Objectives Memorandum] buy profile 
(some m^ see fois as a good thing!) In addition, the momentum we've 
built today to gain lease tqrproval will be lo^ including, perhaps. 
Congressional support . 

Also, it should be noted that foe political bea firom several congressicma] 
members will be significarit and retaliations will likely be threatened 
Couple fois wifo the feet that foe SecAF [Secretary of the Ait Force] has 
spent a tronendous amount of political coital on foe need to do fois deal 
now, and 1 luge caution in suggesting the AF [Air Force] ba(^ away fiwn 
this deal, (and foe answer to foe obvious question is . . no, 1 still don’t 
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23 , 2002, Major General Essex recommended 
f^mPbe at the Ofiice of the Secretary of Defense Leasing Review EaneT 
meeting ‘Vhich could easily tnrn into an ambnsh” because “he has answers 
to every question they could throw at us.” Major General Essex’s e-mail to 
Dr Sambur regarding the Leasing Review Panel stated: 

Dr Sambur 

This could easily turn int^^nbush. Maybe or maybe not In any 
case, 1 strongly advise thatflHPshould be there because he has answers 
to eveiy questiott they could throw at us If need be, he could go in my 
place I will be just returning from IDY anyway and we could easily say 
be is representing me. I aimoUying to avoid friis meeting, but I am 
hcmest enoo£d> to admit thatHHPis our best on this topic. 

Vr 

BUI 

On November 29, 2002, Dr. Sambur sent an e-mail to Dr Roche about the Office 
of the Secretary of Defense Leasing Panel meeting with Mr.. Aldridge. He stated 
that “The reali^ of the situation is that everyone is looking for a sign from the 
White House. If the White House wants to lease the tankejs, OMB’s [Office of 
Management and Budget’s] objections will suddenly go away and their worse 
case views will be replaced wifii our more likely analysis The delay gives the 
WH [White House] time to sense the political winds ” 


December 2002. On December 18, 
and Special Operations Forces, Weapons Systems 
Air Force L^islative Liaison re^rM 


e-mail to Major General Leroy Bamidge, Jr^ Air Force Director of 
Liaison in which he stated: 


Chief of Mobility 

laison Division, Office of 
meet . 


it an 
igislative 



As you know, there has been some convosation about a possible meeting 
wifli [a Representative’s] ofifrce (generated fivm the [Representative’s] 
oilice through Mr Powell Moore); GSO [Office of the Secretary ot 

Defense] and one AF [Air Fotcc] representative OSJ*" ' 

Ajji|m^c|X^^^efense (Legislative Affairs)]! 

called [a congression^ slant., 
determine the [Kquesentative's] desire for the meeting 

'mr 

This elimmates the need for 

a meetmg in vdiich the AF, OSD, ^ the plqiresentative’s] office were 
going to talk about the need tor tankers now. 767 ability to fin this 
need, and the 767 acquisition sttategy.. 

Way Forward: Where we are at right now is diat OSD at the highest 
levels is ^tting together (DepSecDef [Dqmty SecrMaiy of Defense], 
Mr, Aldridge, Dr Zakheiin, Powell Moore [Assistant Secretary of 



Rowved for reason stated in die i^at asterisked footnote: (The icfomces are also mi pages 16and 
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Defense (Legislative Af&ire)], etc) to decide the DoD way forward. The 
decision will be to sui^XHt die lease now or show w^ decision should ; 
wait until a later time. I am not sore when the meeting will occur, but 
waitiiig until March (th^atyn^i^ly given by OSD) is no longer an 
option. According t(fl|||H|m^ Ais will be decided soon ai^ it is 
more now an issue ot OSL) explaining why DoD shouldn’t do the lease 
then [sic] it is the AF explaining why we should (a reversal of the nornial 
process). I wilt keep you posted 




On December 18, 2002, Dr. Rocbe stated in an e-mail that everyone knows 
where he and General Jumper stand on the tanker aircraft lease and that 
they “can look angelic” and people will “learn some cmcs.” Specifically, 
Dt. Roche’s e-mail to General Jumper stated that; 

Ih^ip is to let them dangle on the hook Pete [Aldridge] is iine, but 
■Hj^pviii learn some civics. We should be cool and let power play out 
Kveryone knows that you and 1 supported. And, Marv [Sambur] has 
dcme a super job answer PA&E's [^ogram Analysis and Evaluation’s] 
petty questions one by one. (A Representative] has the con You and 1 
can took angelic. O Jim 
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Dr. Rocbe in which he stated that the Office of the Secretary of Defense 
Leasing Review Pand decided that it was not ready to inake a ' 
recommendation to the Secretary of Defense about the tanker aircraft lease 
proposal. In addition, he stated that the Office of Management and Budget, the 
Office of the Under Secretary of Defense (Comptroller), the Office of Program 
Analysis and Evaluation, and the Department of Defense Office of Ac General 
£Dmi||yiUin|^p to give Aeir “anti-lease” pitches, Aeteby leaving 

^ mmutes to offer counterpoints and make Ae Air Force 
case . He also stated Aat “Truly Aese people have not been helpAl throughout Ae 
process They’ve been secretive, uncooperative, obstructionist, condescending, 
and dismissive.” Fur Aer, Mr. Montelongo stat^ that one issue to resonate with 
Mr, Aldridge was Aat Ae Air Force would not be sAle to get Ae 1 00-tanker 
aircraft lease price under a traditional procurement scenario. 


Ob January ^.^2003, <5enera| sent an e-mail to Dr. Roche in which 

he discuKcd interest in the tanker airaaft lease. 

Specifically, in Ae e-nuiil to Dr^ Rodre, General Jumper stated: 
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On January 31, 2003, Lieutenant General Josepb H.. Wehrle, Jr., Ait Force 
Assistant Vice Chief of Staff reported that Mr. Aldridge, after a bit more 
analysis (cost of buying tankers at the same rate versus leasing them), is 
going to support the lease. He plans to send the recommended approval to 
Office of Management and Budget and, if they disagree, have them argue 
with the White House. In an e-mail to Eh . Roche; Gaieial Jumper; and General 
Robert Foglesong, Air Force Vice Chief of Staff; Lieutenant General Wehrle 
stated: 


Sirs: At a formal functiofl last evening honoring Sec [Secretary] 

Aldridge, he told me that after a bit more analysis (cost of buying tankers 
at the samyal^^ea^ng them), he is going to siqrport the lease He 
mentioned fHHjjH^to by vs. 1 purchas^ tanks’ at the end of the 
FYDP (FunrreiSsDefense Piopam] His plan is to send Are 
recommWed approval to 0MB [Office of Management and Budget] and 
if they disagree, have them argue with the WH [White House}. This 
involvement corresponds with interest fiom new WHMO [White House 
Military Office] chief (RADM (Rear Admiral] Miller) who asked me 
how the lease was coming. I passed this info to Marv [Sambur] who was 
at die ceremony- . . his folks are etig^ed with AT&L [Office of the 
Under Secretary of Defense for Acquisitiotv, Technology, and Logistics] 
already. 

VR loe 

On January 31, 2003, Dr. Roche commented that he thinks that he finally got 
to Mr,. Aldridge by focusing on the unique opportunity Congress has given 
the Air Force concerning the tanker aircraft lease. In an e-mail to General 
Jumper, General Foglesong, Lieutenant General Wehi le, Dr. Roche stated: 

Joe, good for you. I think 1 finally got to Pete [Aldridge] yesterday pm 
by focusing on this unique opportunity Congress has given us (with 
Marv’s [Sambur] point that no one is giving us the top line money to by 
[sic] all 100 [tanker aircraft] at one shot). I also reviewed the lease d^ 
with [a Senator], who, as with Gen [General] Jumper, continues to 
wonder why the Administration doesn't understand the goodness of this 
situation. JGR . :■ 

February 2003. On February 11, of 
Managemenf and Budget told Mr- Michael; W. Wynne, Principal Deputy 
Under Secretary of Defense for Acquisition;' Xechhology, and Logistics that 
he believed that some of the argumehfe surroundingjh^ttftkeHease have 
beeii mjschaf'atiterized: Irian e-mail tb Mi. Wyrinejflllllllllllllllllll^lPstated: 

This is in reply to youi e-mail which, in our view, mischaracteiized some 
pftheaigumentssurioundmgthetofcerjease ; , ; 

Aircraft Quantify: The Air Force can obtain the same quaritity (number) 

. of aircraft within the FTOP [Future Years Defense Ptcgram] for a lease 
as It can vyilh a ifirect purdiasjs. It is merely a question of 'wiliiiigness to 


■ Removed for reason stated in the initial astoisked footnote , ( The reference is also bn pages 17 120 and 
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put funding lesources behind die program (something the Ah Force 
chose not to do in its POM [Program Objectives Memorandum] or 
budget for FY 2004), which is usually a good indicator of a Services’ 
priori^ for a program 1^ howeva, by “quantity” you mean tanking 
capacity over the FYDP, this capaci^ will actually be decreased under 
the Air Force’s plan 

l ease Costs: Although leasing tankers may not require as much up fiont 
fundm|, and therefore requires less over the FYDP, leasing is more 
expensive than direct purchase Ihat is, in the end, the government will 
pay more for these tankers through a lease than a dhect purchase Both 
0MB [Office of Management and Budget] and PA&E [ftogram 
Analysis and Evaluation) analyses show this All leasing does is phase 
the dollars differently 

On February 21, 2003, Dt, Sambnr repotted to seniot Defense officials that 
the tanker aircraft lease wonld place the entire cost performance burden on 
the contractor while delivering the savings of a multiyear contract to the 
Government from day one. However, he did not mention that the Air Force 

obtain a waiver for lease termination liability that would peak at about 
yil^PBin FY 2007 and that the lease would be for only 6 years over which 
time the Ait Force would be required to pay 90 percent of the fair market value of 
aircraft. In a memorandum, “KC-767 Lease Proposal,” February 21, 200.3, to 
Mr. Aldridge and Dr. Zakheim, Under Secretary of Defense (Comptroller) with a 
cc: to Dr Spiuill, Director, Acquisition Resource and Analysis, Office of the 
Under Secretary of Defense for Acquisition, Technology, and Logistics; and 
Dr Schioedei, Deputy Under Secretary of Defense (Resource Planning/ 
Management), Dr. Sambur stated that: 


Ihe Air Force’s proposal to lease 100 KC-767S has truly been a ‘learning 
journey’ for all of us that have been working this new and innovative 
approach to acquiring needed c^bility for bur warfighters. Throughout 
the review process, the OSD [Office of the Secretary of Defense] and 
0MB [Office of Man^ement and Budget] staffs have challenged us with 
many thought-provoking questions, sevetk of which have caused us to 
look deepm into the unique characteristics of leasing. One : of these 
chamcteristios that, seemed only secondary at first has now emerged as a 
significant, primary lease advantage: the multiyear nature of the contract 
itself 
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On Febr nary 23, 2003;fl|||||HH[H^Dt an e-mail to Major 
General Essex in which he stated that, if the KC-767A tanker aircraft goes 
into production via the lease, it will continne to get funding as long as there 
at e no serious technical pr obleihs and many decision makers will probably 
consider it a continuous “mnst pay” bilL The e-mail stated; 

Sir, ■ 

The following is my look at this issue throu^ a “politica] h-amewoik;” 

The decision to end a production line has as much to do with maintaining 
the defense industrial base (a DoD concern) and jobs (a Congressional 
concern) as it does with force structure needs (a concern of both) 

Once an acquisition program goes into production, it is very hard to 
terminate early — not because of sunk costs (a popuUu myth), but rather 
because it has then become part of the industrial base and jobs 
infirastructure 

Bven as an acquisition pro^am reaches its pre-planned ending point, it 
can be difficuit to actual^ shut down. Decisionm^eis Imow it is 
generally in^ractical to re-open a closed jmductioD line; &CTefbre, a 
decision to stop production is v«y final - you cannot change your mind 
in a year or two if die world changes. Unless a r^lacranait is in die 
wines (signaling an industrial base/jobsfbrce structure shifi, but not a net 
loss), or die prngrma is unpopidar (technical difBculties, high expense, 
etc), the ending point may turn into a gradual decline in pro^ction rates 
rather that a “cold turkey” shut off. 

Conclusions: 

As long as C-17 continues to be considered a high-value asset, has no 
rqilacment identifi^ and continues to reduce costs, it will likely 
ccmtinue to g^ funding up to the point where the ^erationai need has 
unquestionably been met 
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If KC-767 goes into p-odaction via flie lease, it will also continue to get 
funding as long as it does not exhibit serious technical problems when 
first fielded. Once KC*135 recapitalization starts, many, decisionmakers 
will probably consider it a continuous “must pay” bill. 

Iheiefc^ with both of these high-value programs in sinmltaneous 
poduction, funded by a MAJCOM [major command} that may not be 
aUe to fund fiiem both after 200?, there is Just as much likelihood fiiat 
AMC [Air Mobility Command] will see a TOA [Total Obligation 
Authcrfiy] increase as the ahemafive decision to close C-17 or KC-767, 

Put another way, the C-17 decision will not necessmily be a function of 
KC-767 . If it were, KC-767 rec^italization would be delayed not just a 
few years - it would be delayed indefinitely 

On iFebniaiy 28, 2003, Dr. Sambor sent an e-mail to Dr., Roche and 
General Jumper in which he stated that the Office of the Secretary of 
Defense Leasing Panel was converging toward supporting the Air Force 
position on the tanker aircraft lease. Specifically, Ae e-mail stated: 

Boss, Chief The Leasing panel is converging towards supportihg die AF 
[Airforce] positioti. We have no debate on whether we have aneed and 
consensus that re-engining is NOT die way to go There is a recognition 
diat leasing gets us £e tankers soonest given budget realities and £at the 
AF can afford the lease in the FYDP future Years Defense Program], 

There is sdll a debate on the pMB [Office of Management and Budget] 
issues, but Dov [Zakheim] is how coming around to kicking the can to 
OMB [Mr ] Altbidge is already there. 

On February 28, 2003, the Office of the Director of Global Reach Programs, 
Office of the Assistant Secretary of the Air Force (Acquisition) provided a 
briefing on the KC-767A lease proposal to the Office of the Secretary of 
Defense Leasing Review Panel. They briefed that the lease purchase analysis 
showed that the net present value fiivoring the lease over the purchase by 
S863.8 million using various assumptions and a non-multi year purchase 
adjustment to meet Office of Management and Budget Circular No. A-94 
requirements. 

March 2003. On March 6, the Office of the Secretary of Defense Leasing 
Review Panel issued a memorandum that addressed; 
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Institute for Defense A; 
conservative e: 
for 100 aiicia: 
modification. 

. estimate was! 

Institute for 



it. The study showed a 
] (FY 2002 doUajj^jeyircraft 
green aiiciaft,fl|H||[|||pfor 
Ifor recurring costs). The aggressive 
le Air Force agreed to work wift fte 
yses to address differences. 

Department of Defense Office of the General Counsel Report. The 
Dqiartment of Defense Office of the General Counsel indicated that 
parties could resolve legal issues but additional risk would diift to the 
Government. 

Office of Management and Budget Report; The Office of 
Management and Budget reported tiiat fte taikw airci^ lease was the 
largest and most complex in the history of the Office of Management 
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and Budget Circular No.. A-94 and had the potential to set future 
precedence. At that time, no Circular prec^ence existed for leasmg 
whar purchasing was less expensive.. Tlie Office of Management and 
Budget stated that, if a termination liability waiver was not obtained, 
the lease was not affordable. In addition, the Office of Management 
and Budgetreported another precedent setting issue relating to using a 
rolling discount rate for the Circular analysis The Air Force agreed to 
work the issues with the Office of Management and Budget and the 
Department of Defense Office of the General Counsel 

On Match 7, 2003,fl^||||||HH||krovided an update on the Boeing KC-767A 
tanker aircraft lease decision to Dr. Sambm, Major General William Hodges, 
Director of Global Reach Programs, Office of the Assistant Secretary of the 
Air Force (Acquisition) in which he stated that “IDA [Institute for Defense 
Analyses], Boeing, and the Air Force met this morning to discuss cost estimate 
differences. Boeing’s bases of estimate were very stiong in face ofIDA’s 
relatively weak rationale.” 


May 2003. On May 2,f||^^HHHHpsent an e-mail to Dr. Sambnr in 
which he stated that he met with Mr. Aldridge; Vice Admiral Stenley 
Szemborski, Principal Deputy Director, Program Analysis and Evalnation; 
and their staff on the Boeing KC-767 tanker aircraft lease. The outcome was 
that Mr. Aldridge would sign out a decision that authorized the Air For ce to 
proceed with a lease pr ogram and that asked the Office of Management and 
Budget to w|iv^li^yjmin|tion liability for the tanker aircraft lease. 
SpeciflcaIly,d||||||[H^^stated in the e-mail that 


I met this aflemoon with Pete Aldridge, VAdm [Vice Admiral] 
Szemborski and their staiB concerning KCr767 lease. The outcome was 
a decision to be signed out by Pete (as an Acquisition Decision Memo) 
authorizing the AF [Air Force] to proceed with a lease program and 
asking [Office of Management and BudgeS^^aivUennin^i^ 
liability. He will also direct a unit price of about|||||[|||H^|^|Hp 
below our current position), but will allow us to craft a cost-plus 
arrangement for the tanker modification. We believe this is do-able 
within a lease contract and, tiiough out of the box, should be acceptable 
to Boeing 


This will allow us to proceed witiiout cutting content and at a price that 
matches tire OMB/IDA [Office of Management and Budget/institute for 
Defmse Analyses] estimate, but only if we can shift cost risk for that 
estimate to the government In essence, if OSD [Office the Secr^ary 
of Defense] believe the IDA estimate and isn’t willirtg to pr^ Boeing to 
iusume the risk of a fixed-price contract, then OSD ^uld be willing to 
assume it tiirougfa a cost-plus contract I think we’ll have full support of 
AT&L [Acquisition, Technology, and Logistics], PA&E [Program 
Analysis and Evaluation] and Comptroller for this course of action (they 
predicted 0MB support as well) 

There are gome to be plenty of details to work oat in the coming wedcs, 
but tiiis looks luce a win-win decision to me. 


On May 12, 2003, ilnancial advisors provided an analysis shotrin^haybe 
fmiuj^^ubsidy for the tanker aircraft lease was worth fr omlH||||H|[pto 
|||||||[||||||||[|||||P{^^ depending on mar ket rate assumptions. 
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System 

Iorwaidj^^Mmo^( 


'rogram director, KC-767System ] 
eneia] William Hodges and| 
Istated: 


sent an e-mail tof 



■HBl have attached a short analysis of the per plane valuei 
at various interest rates. We spohe withf 
mUmBBtodiQr and they indicated that they have not updai 
eamate ot the market interest rate for tiiis tranche fiw several months 
Consequently, we have used the old range of assi 

15% for this analysis. We have asked| 

flHPto provide us with an iqsdated view on themaiicet rate tor t 
tranche as sooi^^o^ibl^Jhi^nalysis that file subsidy is 
worfii &omflm||Pto|BmH|per plane dep«iding iqion fiiese 
assumed matket rate assumptions. 


As you and I have discussed, while this Boeing plane may be the ideal 
plane for the USAF [U.S, Air Force] tanker nee&, it may not have the 
same utilityAralue for commercial use. The new and used market for 
commerciad rurcraft, both passenger and fiei^ter, in the world is perhaps 
at an all-time low. This combing with the fact that the B7S7 is about to 
go out of production means that potential B not investors may not get 
much comfort in the collateral value of the asset that they are beii% asked 
to finance I also doubt that it will be possible to convince them fiiat a 
sizeable “used” tanker market exists for this plane, particularly in the 
circumstances where the LiSAF is rejecting the plane In our rminipn, 
these are good reasons to have interest rate insurance policy t^ the 
subsidy provides 

We r^gnize that there is an active effort underway to close the gap on 
the price for these planes, and perhaps a desire to obtain file lowest price 
possible Corn Boeing — even if that means eliminating the B note 
subsidy. Our recommendation is to keq? that subsidy as part of flie deal, 
or at least to give fiie Air Force the optioj^ojakt it and pay Boeing a 
higher imce for the planes (offer an extra||[||||HK>er plane). Even if a 
monocline wrap is ultimately utiliz^ the current Iciness deal is that the 
financial terms of that new monoch'ne financing most be at least as good 
for the Air Force as the current financing structure, which includes the 
subsidized B note rates. 

Three years ffom now when the first of these planes is reacfy to go in 
service and the permanent financing is being solicited, I doubt that 
anyone will remmfirey^e ^ouisirinmmce in 2002 dollars was, to use 
an e’campie^UBjj^PorHIHHm However, if the market rate 
on the B not gets priced at rates above 10% and the least term is 
shorUmed to 5 years, people will take notice 

On May 14, 2003,fl^H|||||||H|HB Program Budget and Congressional 
Division, OfiRce of the Director of Global Reach Programs, Office of the 
Assistant Secretary of the Air Force (Actinisitlon) sent an e-mail to the Office 
of the Director of Global Reach Programs staff in which he stated that a 
Senator was questioning the Secretary of Defense on the tanker aircraft lease 
issue and tha^^^^SMyopeated that a further delay was nnconscionabJe. 

In the ^inail,|HHH|||H^iscussed a Senate Appropriations Committee 
heaiiiig wifii the Secretary of Defense on May 14, 2003, and stated: 


Of direct interest to AQQ [Office of the Directm' of Global Reach 
Programs] was the quesfion/answer session betweoi (a .Senator] and 
SECDEF [Secretary of Defense] on file tanko^ lease issue. [The 
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Saiat(H'’s] question craitered around the delaj'jn.^^cdiing a decision on 
the KC-767 lease vs buy issue- He framed 'iSrquestion in a strongly 
worded statmnent that addressed the age of die KC>13S tankers, the 
dec!^ and corrosion, that after a year of rqair the aircraft -wert still unfit 
to fly and the danger to the airmen flying them. He invited the SECDEF, 
his advisors and outside experts to Tinkra AFB [Air Force] to see for 
ftiemselves the condition of the aircraft He closed ^ s^ing “They are 
old and need to be rcfdaced Further delay is unconscionable ” 

SECDQ= responded by ssq'ing that DoD was breaking new ground here 
in looldng at a leasing deal of this size. He described the lease proposal 
as 125 pi^es kmgwidi at least 80 clauses. He wanted a through outside 
look He said we were still trying to n^otiate a pnqjer price. 

[The Senator] repeated, again, further deh^ was unconscionable 

On May 16, 2003,|HHH||HpPreporte(] in an e-mail to Major Geneial 
William Hodges that the KC-767 System Program Office continues to pursue 
the [toeing KC-767]4 tanker aircraft lease deal with zero risk-tolerance mn 
though the Office of the Secretary of Defense is saying otherwise. “The key 
here (and apparently missed by the SPO [System Program Office]) is that 
OSb [Office of the Secretary of Defense] wants to lower the price an^myne 
fflorajisk and that’s what removing the subsidy does.” In the e-thaiI,||||||||||||P 

Sit, 

I hadfl||B|[||||H|||||||BPPH|||||Passessnient along with Dr M’s before 
1 rnadet^owi^lPdimiTsi^ the rate would be 10-15%, they just 
said vdiat the impact would be if it got that high and factors that might 
cause it to be that high. 

Three questiotmomnieh^sj^h^^^^^^^^^bSystem Program 
Office/ (for 
given you my own opinion already); 

1 ) “Can you give me examples of 6-yT bonds that are trading today at 1 0- 
15% interest rate and an assessment of how their risk is comparable to 
ours?" 

2) “Since the perceived risk is tied so closely to the chance of AF (Air 
, Force] returning the aircraft at flie end of the lease, how Would the AF’s 

..aiito purchase of some of the KC-767s prior to delivery (as early as the first 

lot) affect the B-tranche interest rate?” 

3) “ Do you think the rate will go down or up as deliveries progress - i e., 
is your prediction of 10-1 5% a peak or average rate?” 

The SPO continues to pursue this deal with zero risk-tolerance even 
though OSD is saying otherwise Much like our cost estimates, the B- 
tianche interest rate estimate is just a prediction The higher the 
estimated rate you use, the lower tiie risk you’ll be surprised in tte future 
-that’s why the SPO wants a high number. That’s also why they want to 
assume a higbef-tii||jjpfficial infiation rate (3.3% instead of 1 .8%) and a 
large budget forflP But it’s up to the executive decisionmakers to 
decide what they want for a unit price (a question of contractual risk) and 
how much to put in tiie budget (a question of budget risk) It looks like 
the SPO would like these to be the same, but they don’t have to be ^r. 

Aldridge so told Dr. Sambur and I two weeks ago) The SPO’s attempt 
to push tite price (rather than the budget) back up to lessen tiie risk could y 

be veiy counterproductive to getting ^proval for the deal in the first 
place.. 
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The hwe (and apparently missed by the SPO) is that OSD (Office of 
the Secretary of Defense] wants t^ lojiver the price and assume more risk 
and that’s what removing the subsidy does. 

V/R, 



Ob May 23, 2003, Mr . Michael Wynne, Principal Deputy Under Secretary of 
Defense for Acquisition, Tecfanolo^, and Logistics recalled that 
Mr. Aldridge announced at a press conference that the Government was 
going forward with the lease for 100 Boeing KC-767A tanker aircraft. 

June 2003. On June 10, Dr. Sambur sent an e-mail to Dr. Roche in which he 
stated that Ms. Robin Cleveland wanted all the operating lease issues 
“pr istine” and if not, the Air Force bad to get a waiver from Congr ess. 
Specifically, Dr. Sambur stated; 

Boss 

We had the meeting and Robin bad 2 points: 

- She wanted to make sure that we were “pristine^, with All (operating 
lease) issues and if hot we had to go to Congress for a waiver 

• She wanted the $2B [billion] that [Mr ] Aldridge promised to pay down 
the lease 

I countered that we showed that we passed [Office of Management and 
Budget Circular] A-j l and that if we. had to so for. a waiver. , the lease 
would be killed. 

[Mr] Wynne, to his credit, said that the $2B [billion] was a separate 
issue from the lease [Ms ] Robin [Cleveland] pushed back but Wynne 
held firm 


'Removed for reason stated in the initial asterisked footnote. 
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I have my PEO (Program Executive Officer] and DAC [Designated 
Acquisition Commander] reviews feis morning and afternoon. Gen 
[Genml] Hodges will be attending. 

Marv 

On June 20, 2003, Mr. Kenneth J. Kiieg, Ditector, Program Analysts and 
Evaluation sent a memorandum to Mr. Wynne, Acting Under Secretary of 
Defense for Acquisition, Technology, and Logistics and Ih .. Zakheim in which he 
stated in part that: 

Our A-94 analysis indicates that ftte provisions of the draft KC-767A 
aircraft lease cost mcue than the equi^ent purchase of tanker airmaft 
Measured in then-year dollars, le^ costs exceed purchase costs by 
$£.0B [billion]; ^ SS.IB [billion] if measured in constant FY02 dollars; 
or by $ 1 .9B [billion] if measured in terms of net present value Our A-94 
analysis is based on die following key assumptions: 1) For the leasing 
scoiario, that the Dqiailment purchases the KC-767A tanker aircraft at 
the end of the lease period; and 2) for the direct purchase scenario, diat 
the Department se^ and receives Congressional approval for a 
multiyear procurement of 100 aircraft. We &d that leasit^ provides no 
inherent economic eftkiencies relative to direct purchase of tankers and 
is, therefore, mote expensive in the long run 

Our analysis also shows that the current draft lease &ils to meet the 
requirement of OMB [Office of Management and Budget] Circular A-1 1 
that the present value of the lease payments be less than 90 percent of the 
fair market value at lease inception Our calculations show that lease 
payments are more than 93 percent of fair market value, exceeding the 
requirements for the definition of an operating lease. This analysis is 
based on a ftii market value of $131 million (CY02S) In addition to 
0MB Circular A-11 requirements, S(»tion8159 of the FY02 
appropriations act includes a requirement that the present value of the 
lease payments be less than 90 pWcent of the fair market value at lease 
inception. 



July 2003. On Joly 3, Dr. Sambni stated in an e-mail to Dr. Roche that the 
tanker aircraft lease report to Congress has left the bniiding for final 
approval by the Office of Management and Budget and assurance of a waiver 
of the termination Uabiiity. Farther, he stated that the (^ce of 
Management and Budget and the Office of Program Analysis and Evaluation 
were not happy with a comparison between a lease and a traditional buy. 
Instead, if the Air Force use a multiyear procurement for comparison, it 
would heavily favor a buy. Specifically, Dr. Sambur stated: 

Boss 

It left the building (after an agreed version betwera OSD [Office of the 
Secretary of Defeise] and tlw AF [Air force]) fiw OMB’s (Office of 
Mat^ement and Budget’s] final blessing and assuran(% of a waiver of 
lerminatiim. They (0MB and PA&E [Program Analysi^jnd 
Evaluation]) are now OK with my A-11 interpretation (t!» JH|B 
[million] is not die price at time of delivery) but PA&E an^GMB 
(Robin [Qeveland]) are unhappy with die use of a l^e comparison 
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wWi a traditjpnal buy (wbicdi is a wadi) If we use MYP [multiyear 
procurement] purchase for comparison, it is heavily fovt^ed towards a 
buy. AT&L [Office of the Under Secretaiy of Defense for Acquisition, 
Technology, and Logistics] and OSDC [Office of the Undo' Secretaiy 
of Defense (Comptroller)] have come over to our side. If all goes well 
yon sigi and we deliver to Congress Have a Happy 4*! 

Marv 


Qc|Qh|ii2003. On October 9, Dr. Sambur stated in an e-mail to 
iPmillpOflice of Management and Budget that he was concerned about 
changes to OBlce of Management and Budget Circular No. A-U that 
clarified the ciiteria for qualifying for an operation lease and the inference 
that the tanker aircraft lease squeezed by on a “loophole.” Specifically, 

Di . Sambur stated: 



I am worried about die answer in which it is stated diat 


- In July 2003, as part of our annual revision to Circular A-ll, 0MB 
[Office of Management and Budget] prospectively tightened and clarified 
foe criteria for qualifying as an “operating lease.” This idiange should 
help to ensure mat long-term leases of capital equipment remim the 
exception rather than the rule . 

Does this statement not beg the question as to whethei you changed foe 
circular because the tanker lease squeezed by on a “loo^ole” in the old 
circular and would not pass the new circular? Is this not a bad inference 
for foe lease? 


Maiv Sambur 


NoVem bet 2003. On November 24, in Section 135 of the National Defense 
Authorization Act fot FY 2004, Congress limited the number of tanker 
aircraft tbat the Ait Force could lease to 20 and authorized the procurement 
of up to 80 tanker aircraft. In addition. Section 135 required the Secretaiy of 
Defense to perform a study of long-term aircraft maintenance and requirements 
Specifically, Section 135 stated: 

Sec 135- PROCUREMENT Cff TANKER AIRCatAF I. 

(a) LEASED AIRCRAF I — The Secretary of foe Air Force may lease no 
more than 20 tanker aircraft under the multiyear aircraft lease pilot 
;»ogram referred to in subsection (d). 

(b) MULTIYEAR PROCUREMENT AUTHORITY - (1) Beginning 
with foe fiscal year 2004 program year, foe Secretaiy of foe Air Force 
mso', in accordance with section 2306b of title 10, Ifaited States Code, 
enter into a multiyear contiact for foe purchase of taidcer aircraft 
necessary to meet the r^uirements of tiie An- Force for which leasing of 
tanker aircraft is provided for undo’ tiw multiyear aircr^ lease pilot. 

(uogram but for i^ich the number of tanka aircraft leased unda ^ 
authority of subsection (a) is insufficient. 

(2) The total numba of tanker aircraft pwebased through a 
muhiy^ contiact unda this subsection may nc4 mceed gO 

(3) Notwithstanding subsection (k) of section 2306b of title 10, 

United State Code, a contract under tius subsection may be for any 
period not in excess of 10 pre^ram years 
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(4) A multiyear contract under this subsection msf be initiated or 
continued for any fiscal year for which sufficient fonds m'e available to 
p«i the costs of sudi contract for that fiscal year, without regard to 
wbefoer foods are available to pay the costs of sudr contract for any 
subsequent fiscal year. Such contract diall provide, however, that 
performance under the contract during the subsequent year or years of the 
ccntract is ccHitingent upon foe appropriation of funds and shall also 
provide for a cancellation payment to be made to foe contractor if such 
^iprt^ations are not made 

(c) STUDY OF LONG-TERM TANKER AIRC3UVFT MAINTENANCE 
AND TRAINING REQUIREMENTS-(l)- The Seeretaiy of Defense 
shat! carry out a study to identic ahemative means fm meeting the long- 
tom requirements of foe Air Force for— 

(A) foe maintenance of tanker aircraft leased under foe 
multiyear airc^ lease pilot program or purchased under subsectidn (b); 
and 

(B) trtuning in the operation of tanker aircraft leased under 
foe multiyear aircraft lease pilot {nogram or purchased under subsection 
(*>) 

(p.) Not later foan April 1, 2004, foe Secretary of Defense shall 
submit a repent on foe results of foe study to foe congressional defense 
committees, 

(d) MULTIYEAR AIRCRAFT LEASE PILOT PROGRAM DEFINED- 
In this section, the term 'multiyear aircraft lease piiot program’ means 
the aerial refueling aircraft program authorized under section SI 59 of the 
De;>artment of Defense Appropriations Act, 2002 (division A of Public 
Law 107-117; 115 Stat 2284), 

(e) SENSE OF CONGRESS- It is foe sense of Congress that, in 
budgeting for a program to acquire new tanker aircraft for foe Air Force, 
foe President ^uld ensure that sufficient budgetaiy resources are 
provided to the De(>artment of Defense to fully execute foe program and 
to further ensure that all other critical defense {>rograms are folly and 
pro;>erly funded 

Mar ch 2004. On March 29, the Department of Defense OHice of the 
Inspector General issued Report No. D-2004-064, “Acquisition of the Boeing 
KC-707A Tanker Air craft,” stating that: 

The contract lease for 20 Boeing 767A tanker aircraft did not meet three 
of six criteria requirements for an operating lease as described in 0MB 
[Office of Managemoit and Budget] Circular No A-ll. Meeting foe 
CATS criteria for leases is a statutoiy requirement of Section $159 of foe 
Dei>artment of Defense Afipropriations Act for FY 2002. Furfoer, foe 
Air Force long-term lease is contrary to foe actual intended use of 
operating leases, which may be cost effective when foe Goveminent has 
only a ton{)oraiy need for foe asset Accordingly, the lease for the 
Boeing KC-767A Tanker Program was incorrectly classified as an 
operatmg lease 

The three criteria not met wae: 

• the asset is a general- purpose asset rather than being for a special 
purpose of the gOYcmment and is not built to the unique specification 
of the gOvefriihent as lessee; 


199 





218 


• there is a piivate-sectw market for the asset; and 

• the lease does not contain a bargain-price purchase option. 

October 2004. Ob October 28, in Section 133 of the “Ronald W. Reagan 
National Defense Authoroation Act for Fiscal Year 2005,” Congress 
terminated the Secretary of the Air Forte anthority to lease tanker aircraft; 
however, it authorized the procurement of up to 100 tanker aircraft. 
Specifically, Section 133 stated: 

SEC 333. AERIAL REFUELING AmC3lAFI ACQUISIIION 
PROGRAM 

(a) lERMiNAnoN or Leasing Auihoriiy.— S ubsection (a) of section 135 
of the National Defense Authorization Act for Fiscal Year 2004 (Public 
Law 108-136; 117 Slat 1413; 10 U.S C. 2401a note) is amended by 
striking “may lease no more than 20 tanker aircraft” and inserting “shall 
lease no tanker aircraft” . 

(b) Muliiyear PaocuREMENT AuiHORirY— Subsection (b) of sudi 
section is amended — 

(1) in paragraph (1) — 

(A) by striking “Beginning with the fiscal year 2004 program year, the 
Secretary” and inserting “The Secretary”; and 

(B) by striking “necessary to meet” and all that follows through “is 
insufficient”; 

(2) in paragrt^h (2), by striking “80” and inserting “100”; and 

(3) by striking paragraph (4) 

(c) Study . —Subsection (cXI ) of such section is amended by striking 
“leased under the multiyear aircraft lease pilot program or” in 
subparagraphs (A) and (B). 

(d) Reiaiionship TO Previous I AW. — Such section is further amended ly 
adding at the end the following new subsection: 

“(f) Riiationshi!> to Prevkxjs Law. — T he multiyear procurement 
authority in subsection (b) may not be executed under section 8 1 59 of foe 
Department of Defense Appropriations Act, 2002 (division A of Public 
Law 107-117)”. 
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Appendix F. Commercial Item Procurement 
Strategy- Pricing Issues 

The following discusses the commercial item procurement Srategy and pricing 
issues associated with the Boeing KC-767A Tanker Program, the obtaining of a 
fair. and reasonable price for the Boeing KC-767A tanker aircraft, and a summary 
of how the Air Force anrived at the Boeing KC-767A. tanker aircraft price. 

Commercial Item Procurement Strategy - Pricing Issues 
Related to the Boeing KC-767A Tanker Program 

In order to use an operating lease to recapitalize the Air Force KC-1 35 tanker 
aircraft fleet, the Boeing KC-767A tanker aircraft had to be.a commercial item. 
Department of Defense Office of the Inspector General Report No. D-2004-064 
stated that “contrary to the Air Force interpretation, the military tanker aircraft is 
not a commercial item as deflned in Section 403 of title 4 1, United Stat« Code. 
Further, there is no commercial market to establish reasonable prices by the forces 
of supply and demand.” ^ . v , 

Throughout the negotiation process, Boeing maintained a hard line Commercial ' 
pricing strategy and provided virtually no transparency into the costs of the basic 
Boeing 767 aircraft, tanker develffljnint and modification costs, and logistics 
support costs totaling almost(||||||H||^for the first 1 00 aircraft Boeing also 
failed to provide any informaPon on prices at which the same of similar items 
. (Boeing;767 aircraft) had been sPldin the cbmmetoial market and refused to . 
accept any type of cost reimbursable contract for the tanker development and 
modification costs . This lack of insist into cpmmereialprices for Boeing 767 
aircraft and cost data to support dewlopntent, mcrfificatioh, and ccmtract logistics 
support costs plagued the negation process and placed the Air Force at a 
disadvantage during the negotiation process. Again, similar to the operating lease 
' analysis, senior members of the Office of the Assistant Secretary of theAirForce 
(Acquisition) consistently reported that the Air Force was getting a fair and 
; ' : ' reasonable price for the Boeing KG-767A tanker aircraft; hotyever, the Office of 
• Management and Budget, the Institute for Defense Analyses, arid the Department 
ofDeferise pffice of thelnspectpr Generaldid notagree . \ 

Obtaining a Fair and Reasonable Price for the Boeing 
KC-767A Tanker Aircraft 

Several of the most reribus i^iies identified with obtaiiiirig a fair and reasonable 
price include./ . V ': /■■■'. 

• Improper: influence by Ms. Darieen A- Druyun, former Principal ■ ■ 
Eteputy Assistant Secretaty of the Air Force (Acquisition and 
Management) tb increase tanker rhodifications prices and the failure 
by other senior Air Force officials to support the Air Force 




negotiator/cost price analyst on June 1 7, 2002; 

» Incorrect statements made by senior Air Force officials (originating 
from Ms Druyun on October 26, 2002) relating to the discount on the 
“green aircraft” (basic Boeing 767 aircraft) made to the Office of the 
Secretary of Defense Leasing Review Panel., the Office of 

receivirig a discount Sian a preferred airline customer; 

• Questionable statements from Boeing on whether the Air Force was 
getting a better or equal deal than a major airline; and 

• Continuous “battle of BOE’s [basis of estimate]” amorig the Air Force, 
the Office of the Secretary of Defense, the Office of Management and 

: Budget, and the White House as a result of the commercial pricing 
strategy. 

Suihraaiy of How the Air Force Arrived at the Boeing 
KC-767A Tanker Aircraft Price 

The following are selected e-mails and memorandums that identify accountable 
officials associated with the pricing of the Boeing KC-767A tanker aircraft and 
excerpts from interviews conducted of senior Office of the Secretary of Defense 
and Air Force officials associated with how the Air Force arrived at the Boeing 
KC-767A tanker aircraft price. 


n n7Tn7i>Tiii] iHtnstaintnzKit 


October 2001vHIHHHHyHHpS^mHIBAir Force Air 
Mobility Command stated that early figures on airplane costs from the 
internet for B oeing 767-20 0 and Boeing 767-400 aircraft ranej^ymij^^ 
hile Boeing was offering between^HH||^p 
oeing asked where the figures came ftom^oowlie^^ 
informed they came from the internef^h^jgnre^eryjemoved from the 
internet less than a week later. CSBHjlBBBlSSSSSv also stated that 
the Air Force was not going to take the. tanker aircraft program out of hide 
because it could not get the money any other way; therefore, it would have to do 
something else. 

. December 2001 to November 2002. Office Of 

- the Assistant Se^tan^fth^irFoj^l^mancialMmiagement mo Comptroller) 
commented thatQjmB^QBm Office of the Air Force Director of . 
Global Reach Programs, ptlice of the Assistant Secretary of the Air Force 
(Acquisition) \vas basically delegated to run the show arid his main concern was 
getting something on the ramps. He said he went to a number of investment 


“Removed for reason staled in the initial asterisked footnote. (The reference is also on page 31.) 
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places bn Wall Street to find out what a commerei|yBoemg 767 aircraft should 
cngani^^e back with a price of about^H|Hp(inaybe as low as . 
■mmiPfor the “greeimrerafl^^e^^^^^^^odnynterne^rice for the 
“green aircraft” was about|||[|||imi||H|HHmHp|P^said 
he though^^^jMii^js trying to increase the Air Force price tor the aircraft 
and to get||||H^Pm Cost Price Analyst, Aeronautical Systems 
Cotrunand; Wrighl-Pattwson Air Force^asy^nstify a higher price for the 
; aircraft. He said that he felt sorry forfll^^IPbecause he was under a lot of 
pressure to increao: the aircraft price. He also stated that the Air Force was 
complaining about increases in maintenance costs for die KC-135 tanker a'ffcraft 
even thoughlt vws negotiating a maintenance contract for Boeing KC-767A 
tanker aircraft that was higher than whayhg^ere paying for the K;C-135 tmker 
aircraft. He said that he felt sorry fbrf||^|Hpbemj^jf^y^sure he was 
under to increase the aircraft price and because he, as§|HHp[pH|was alone 
and did not have anyone from the KC-767 System Program Office defendisg him 

January 2002. Contracting Officer, Aeronautical 

Systems Command, Wright-Pafterson Air Force Base Stated that his task 
was to get on coiitract the lease called for in Section 8159 of the Department 
Of Defense Appropriations Act for FY 2002. Further, he stated that he was 
involved on the iriitial team that started work on the Commercial Derivative Air 
: Aircraft, later changed to the KC-767 System Prograin Office 

|P|[|^also stated that Lieutenant General Reynolds, Commander, . 
Aeronautical Systems Center, Wright-Patterson Air Force Base directed that the 
KC-767 Systern Program Office be established to handle the tanker aircraft lease 
■program. V 


On lahuary 1 Z; 2002,|m|HmBP||H§ Deputy Chief of Contracting, 

Air Force Materiel Command recalled attending a meeting in response to a short 
notice that the Aeronautical Systems Command received to put the tanker aircraft 
lease on contract as called for in Section 8159 of the Department of Defense 
Appropriations Act for FY 2002.. v : : ■ ^ ^ ^ ^ ^ ^ 


February 2002. System Program Director, KC-767 System 

Program Office, who was assigned to KC-767 team by L ieulenant General 
Reynolds to support the Office of the Assistam Secretary of the Air Force 
(Acquisition). Before the assi^mient, he was working on the KC-135 tanker 
aircraft replacerrient p-ograra. - . 



At a meetiiig in Saint Louis, Missouri, Ms. Druyoii pulled Brigadier General 
Ted F. Bowlds, Program Executive Officer for Strategic^rograijj^yffirt of 
the Assistant SWretarv o f the AiiJ^nrv^AQmisitinn); 

thal 

you are trying to drive the pnceioolowaDaiorSHHI|||||Pto work 
with the team tb bring the price back np. [Emphasisaddec^^^P' 


Oh Febru^ 26i' 2002,' a cbhgfesSioriaI ^affer ask^ why the Air Force had asked 
Airbus Hdith Antcrica, Inc. (European Aeronautic Defence and Space Company, 
Incorporated) to provide information in response to a request forinformatiwi 
before noti^fing a Senator. The congressional staffer noted th^ the issue 
regarding Boeing supplying the tankers had been decided by an overwhelming . 


• : .^ >203'5- • 
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vole of the Senate (98 to 2). In response. Brigadier General Da^I A.. Scott 
explained that the request for information did not commit the Air Force to 
competition. The congressional staffer’s final words were “It is important to pick 
and choose your friends very carefully. It is clear that you have chosen, arid the 
Comrhittee has noted it” ^ - . ’ . 




Qri April SjfljB Ms. Druyuo commented that the Air Force pre-negotiation 
prices appearedlow in comparison to Bojringj^^ecf" 
ajrbgj^^e Air Force price ranged^^m^^^HHpol 

tanker^ 

Airm^ranged fromfl^pHRommiPwith Boeing al 
In addjjioj^^e state^hay^ Air Force contractor logistics supi 
from^mPto||||||^0per aircraft per year with Boeing ai 

: May2p02. On May 13, Brigadier General Bowlds sent'an e-maU to . 
Dr.Samburwithacc: to Dniynn; Major General Essex, Director of 
Global Reach Progyjms^ffiijl^yhe Assistant Secretary of the Air Force 
(Acquisition); andl|||||H^H|^ii^McMiy>rgyd|d the tanker aircraft 
leas^KOtiationS stat^^^Air Force|Hp|||H|HHp(FYft2S^peing- 
|P|B(FY01S) and CLS [^jnlrijri logistics support] BoeingfUIPper 
aucr^t per year Air; ForCe^yOipper aireraft per year.” 


of d^ll^^^^^S^^S^^^^^^sistant Secretary of the Air Force 
(Acquisition) in whio^^rovided the tanke^yjQpft lease negotiations 
status: “Air Force^^[|P[tnillion] Boeing-^^^^“ 


On May 21, 2002, in an e-mail from' 
Major General Essex be stated that 
was the right number, a discoi 
Obatiiumber with a _ 
on a major airline’s 
airline's tSuy. Further, he stated that Bj 
' stem Program OHice was ai 



She 


lo MsiDj; 

truyun believed thalj 
: list price of about 

■ !.G-32 aircraft, 

^raajor 

land the 

t seems witiiiig to go to 
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On May 22, 2002, in response to questions from thd Office of Management and 
Budget about the Air Force negotiating team being led by a GS-13, Ms. Dniyun 
commented that the stafFofthe Office of the Assistant Secretary of the. Air Force ' 
(Acquisition) is deeply involved, including Major Genera! Essex; Brigadier 
General Darryl A- Scott, Deputy Assistant Secretary (Contracting^Offlce of the 
Assistant Secretaiy of the Air Force. (Acquisition); and|||||||||||||||||||||||||P: 


June 2002. On June 17,' th^iHForrj^nd Boeing negotiating teams met in 
Long Beach, Califor nia. Price Analyst, Aeronautical 

Systems Command, Wright-Patterson Air Forc^asylegcribed the meeting 
in Long Beach as the “Long Beach Massacre.” |H||^HPstated that 
Ms.. Druyun pretty much by herself pushed the Air Force team to the high end of 
the price reasonablenesyjmge^ He asked Brigadier General Scott tcyimm in any 
I sup^rt. HHUPalso talked aTOUt what he called thedlfP 
i provision. . i'his provision provided that, because the Air Force was 
going to fill up the Boeing pipeline and other buyers might start buying -. 

Boeing 767s, Boeing woul^jliiyh^renefit of any quantity efficiencies and the 
Air Force wanted a sharc^^^^HBagreed but Ms. Druyun later took the 
provision off the table. Major General Essex, Brigadier 

Qcncra^owlds, and Brigadier General Scott were all at the Long Beach meeting. 
dHHmidentified 26 data points relating to learning curve for the 
moditications costs ranging from about 57 percent to al»iit 83 percent. &ch of 
the date ^ints was weighted based cm reliability of data," Ms. Druyun went 
through each date point until only 4 were left, and the 4 that were left woe the 
high ones fhm favored Boeing. Furthm^ stete^hmrtmPrice Negotiation 

Memorandum stated that the learning curve was|H|||||||||Pbecause “Air Force 
leadership based on their expertise said it was so/T^^^^the data sug^ted 

that the highest end of the learning curve ought to beflHHBand one muld 

expect it to be better than that, - - 
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intMview that hei, was pr^ent at the pricing meeting in Long Beach, 
Ca]ifornia,and thrill' Druynn made most of the decisiohs on the numbers. 
Furthe^he^ta^ that Brigadier General Bonids, Brigadier General Scott, 
and^^|^^B#ereat the meeting, V; \ 

fmHPHHpjjHpPstated in his interview that, as far as be could tell 
Tegarai^ the June 17, 2002 meeting, Ms. Diuyun was never in negotiations 
for the Boeing 767A tanker aircraft and that he had no recollection of the 
meeting in Long Beach, California. ' 


Major General Scott stated in his interview that he did not remember the 
June 17, 2002, meeting in Long Beach, California. However, be follow ed-up 
his interview with an e-mail in which be stated that he was at the riieeting but 
did not recall any discussions with the Air Force Materiel Command pricer. 
Further, Major Genera! Scott stated that his contracting authority flowed through 
„ . Ms. Druyun and thatshe basically oversaw his work but that he reported to 
Dr. Sambur, the Senior Acquisition Executive. He also stated that the tanker 
aircraft was not a commercial item, but that the Boeing 767 aircraft was a 
commercial item.. ’ ■ ; : 


P||sent an e-mail to Major 
h|yir|liminary KG-767 agreement had 
■mP^^and the lease price vvas : 
Essex ibrwarde ' ‘ ~ “ 


August 2002. On August ],d|H 
General Essex in which he stated t 
purchase price was! 

Later, Major General Essex ibrwarded the e-mail to Dr. Sambur. 

4s. Druyun, and Lieutenant General Stephen Plummer, Air Force Principal 
.::Deputy(Acquisition).':'v;; v: -y,'.; : 



October 2M)2i On Ocfober 22, iPPPPPliPsent an e-mail to . . 

Ms. Druyun with a cc: to Major General Essex in which he stated that “|a 
major airline’s] buy of (Boeing] 767-200ERs and engines is pretty 
complicated: Bottom line: (the major airline] is the only ^n^ bo knows 
exactly what the fuii-up aircraft cost (I’m checking with^fPto see if he got 
any insight into [the major airline’s] engine discount).” 


. .>;206 ;; 





225 


On October 24j 2002, Ms. Druyun sent an e-mail to Di. Sambur stating: 

[A maj» airiine] has agreed to talk to me and I exiject to sign a 
nondisclosure Statement It is my understanding that I wiii als^guhe 
Jaiy^riting. I may fly out to Seanie early next week witbgHIB 
of [Boeing] 767’s to airlines to see their 
discounts as well. Will keep you posted. 

On October 25, 2002, Ms. Drayun sent an e-mail to Dr. Sambur stating: 

Had two more discussions with the guys from [a itiajor airline] including 
their chief negotiator. His bottom line is that we negotiated a veiy good 
deal. In faa our discount off of the published catalog price is higher than 
, that given to Boeings most favored customer. We also got some other 
things thrown into the green aircraft which they would have paid for.. He 
is now working a letter.- 1 asked him to state “very good deal ” He said 
the company lawyers would have to pass on what they put in writing In 
• any event I can characlmje^ur discussion. I also verified, that the so 
called market price offlpPihrown about is fictitious They have 
NEVER bought an aircraft at that price and he doesn't know anyone iii 
industry who has 


On October 25, 2002, in response to Ms. Druyun, Dr Sambur e-mailed: 

Darleen 

Good work. We need to be careful with characterizing verbal discussion 
because [an Office of Management and Budget official] tends to think we 
exaggerate. ; 

Marv . 


On October 25, 2002, Ms. Diuyun sent an e-mail to| 
Electric stating; . 


lat General 


Need your help for a quick answer to help us in our 0MB [Office of . 
Management and Budget] discussion. 1 assuming for the GE engines you 
sold to [a major airline] for its [Boeing] 767-200ER purcha.se with . 
■ that your ship set engine price waS^^^e range of 


a nd that they probably got a discount of^^gbecause of 
high utilization rate of 3000 hours a year. For the same type of 
engine for the AF (Air Force] (yes I know we are using a larger one for 
MTQW [maximum takeoff weight]) but with , a irtfliration rate of 750 
hours a year that our, discount would be in the range Need an 
answer ASAP [as soon as possible]: Cell .me aniOTie ifyou to 
■ discussv 
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On October 27, 2002, Ms. Dniyun sent an e-mail to Dr. Sambur stating: 



On October 28, 2002, Dr. Roche sent an e-mail to Dr, Sambur and Ms Druyuh 
stating:.:'. 




On October 28, 2002, Ms. Druyun sent an e-mail to Dr. Roche in which she stated 
that: 




On October 28, 2002,^^^^^^^^B Cost Price Analyst, A eronautical 
Systems Command, \Vright-Patt«soi^ir Force Base informedBBjBBS^I 
that the appraiser valuation^jy^ “green aircraft” obtained in Ma^Sou^hwed 
the aircraft price at^yQBBBfor a SO/50 split of Boeing 200 and Boeing 400 
aircraft, same as shown in the BCA {Benefit/Cost Analysis]. 


On October 30, 2002, Dr. Roche sent a letter to Ms. Robin Cleveland, Oflice 
of Management and Budget, in which be stated that: 


Yon a!so;questipned whether. Or not we thbu^t a. Iower price was 
achievable m the cuirent economic environment In fact, we believe the 


'Removed for reason stated in the initial asteriiked footnote (fbe second and Uiird references are also on 

.page no.).'- -r,. . . 
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cufTcnt climate of low interest rales and few commercial aircraft orders 
was the reason we were able to negotiate a deal superior to that of 
Airlines with multiyear exclusivity contracts. . It is a tribute to the 
government’s tough stand that these negotiationyorfyj^ months 
longer than pl^ra and resulted in a total price less than 

exptwed by one of these Airline customers-prompting their Senior Vice 
President of Finance to call ours a “great deal" In short, we believe 
we’re already bringing in the price cut you suggested. / 

On November 5, Major General Essex sent an e-mai! to 
f. Office of Program Analysis and Evaluation, stating: 


Geh [Lieutraant General] McNabb told; roe that you had mentioned ■ 
OMB’s lOftice of Management and Budget’s] concern : that the 
negotiated price for the aimlane was too hieh and that it annears we did 
not eet a eood deal ”, ■ 


; We actually have an excellent price with a better 
discount than the best airline company customers can get We have gone 
back to get documentation to back ftis up and I am very coniident of 
it. 


On November 7, 2002,. Dr. Roche and members of the Office of the Assistant 
Secretary of the Air Force (Acquisition) presented to the Office of Secretary of 
Defense Leasing Review Panel a briefing that contained the following pricing 
information; 

• The Air Force has more fimding flexibility outside the Future Years 
Defense Program. 

• The Air Force negotiated a good price- 

- Boeing 767 discounted! 


from list price,, 

t better than discounts given to 20-year exclusive, 
‘■preferred’’ airline customer (DoD OIG audit shows no 
support for this statement.) 

If the Ait Force only negotiati 

airline,” it woul^^^^edr 

good deal — m^^J^^better 




[iscount as this “preferred 
Iper aircraft. This is a very 
■pros.”' 



January 2003. Dr., Roche stated that General Jumoer has a note from a 
' *» .fc; .» '■ Further, he stated 

that he got thrown out of a Senator’s office because he wauted competition 


Removed for reason sbted in the initial asterisked fcK>thote. 
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and a Representative crowned bim the “most politically tone deaf political 
appointee” he had ever met in bis life because he wanted competition. 

Dr. Roche also stated that Mr. Aldridge, who ran this thing for the 
Department hot him, decided in January that this thing was a good thing. In 
addition, he stated that the Chief Exec^iyepfiicer of Boeing did not want to talk 
to him because he was talking to a ■* . So at that point, the only 

thing we were debating was what was the right price for something for which 
there was no known market price. Dr. Roche also stated that, “If you can make it 
a military line vo^cayiuild on all of the mods as you’re going and you could 
probably saveQByjjPmore per plane,” versus modifying planes you just built 



he discussed a : .* * * interest in the tanker aircraft lease. 

Specifically, he stated: 



■Removed for reason stated in the initial asterisked footnote. (The second and third references are also on 
pages 17, 120. and 188) 




229 



Pebmaiy 2003. On Febtuaiy 7, Mr. Michael Wynne, Principal Deputy Under 
S^gt^^fDefeiis^M^Muisition, Technology, and Logistics sent to 
f[PimH^^HfHH||OfGce of Management and Budget a comparison of 
prices deve^canythelJifice of Management and Budget (low estimate of 
$100 milljoj^ey^m^id high estimate of $125 million ^r aircraft) and the 
Air Fot ceflmiimiPper t^er aircraft). Mr . Wyrme Believed that the 
Office of Management and Budget estimates had potential errors relating to the 
Boeing 767 200/400 modification work and that the learning curve on the tanker 
modification. 

On February 11, 2003,f|||||||||||||[|||||||^^0f!ice of Management and Budget 
responded to Mr . Wynne: 

KC-767-200 Modifications; The extent of the needed modification to the 
green aircrafy^^anwwhat unclear Note, however, that the Air Force's 
price of am||||||||||||§767-400/-200 aircraft was not based on a content 
analysis, but on a melding of the list prices for these two aircraft types 
provided by Boeing We understand that die green aircraft will 9y out of 
Seattle to Wichita certified as a B767-200 by the FAA [Federai Aviation 
Administration] In oida to be certified as a B767'200 it cannot have 
major structural changes to die air&ame (wings, tanks, tails etc. that have 
sometimes been mentioned by the Air Force) Our aj^roach to pricing, 
which is to determine tiie basic market price of a B767-200 and then add 
the recurring cost of a digital coc^it and its associated electrics is the 
most sensible given how the basic aircraft will be built The tanker 
manager for Boeing indicated to us at a meeting that the recurring cost of 
such changes was not large Our $SM [milTion] and $10M numbers 
cover what we believe tiie Air Force wants done on a recurring basis and 
couid be low or high, but is likely in the ball park 

The Air Force change to the heading of its modification diart after 
months of briefings simply will not sufiice as an explanation for the Air 
Force’s tanker modification cost Chioe the Air Force Alerted us to the 
“typo”, we asked for details of the learning curve that the Air Force 
iqiplied and for the T1 cost, but have not received an ansvrer from the Air 
Fwce. We would think that upon noticing its “typo” in the chart, the Air 
Force would have been prepjued to provide us (and PA&E [ProgrOT 
Analysis and Evaluation]) with the suj^iting details which are criticai 
to the price analysis; they did not do so. Moreover, if this is a l^jtimate 
typo. It raises the question as to why the initi^ cost of tiie tanker 
modifications is greker than the cost of tiie basic aircraft. In this 
situation, 1 expect that you would want to call for an independent cost 
estimator to go over every CLIN [contract line item number] in the 
proposed work to und»stand how costs are derived. 


'Removed for reason stated in the initial asterisked footnote. (The reference is also on pages 17, 120. 188, 
and210) r-e . 
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Marcb 2003, On Mat ch 6, the Office of the Secretaiy of Defense Leasing 
Review Panel issued a memoiandum that addressed: 

• Institute for Defease Anabg^Ryjort The study showed a 
conseivative estj|m^^^^H|H|[P(FY 2002 cMiy^^^itciaft 
for 100 aiiciaft||^^^^^nf^^^n airc3afl,fl^P|[[||||pfor 
modif)cation^^^^^H|Bfot recurring costs). The aggressive 
estimate wa»H|||H|||||H1nie Air Force ^reed to wotk with fire 
Institute for Defens^!na!yses to address difeences. 

• Department of Defense Office of the General Connsd Report. The 
Department of Defrause Office of the Geiieral Counsel indicated diat 
parties could resolve legal issues but additional risk would ^ift to die 
Government 

• Office of Management and Budget Report. The Office of 
Management and Budget reported that the tanker' aircraft lease was the 
largest and most complex in the history of the Office of Management 
and Budget Cir cular No , A-94 and had the potential to set future 
precedence At that time, no A-94 precedence existed for leasing 
when purchasing was less expensive. The Office of Management and 
Budget stated that, if a termination liability waiver was not obtained, 
the lease was not affordable In addition, the Office of Management 
and Budget reported another precedent setting issue relating to using a 
tolling discount rate for the A-94 analysis. The Air Force agreed to 
work the issues with the Office of Management and Budget and the 
Department of Defense Office of the General Counsel 

On March 7, 2003,fl|HH[|||||imsent an e-mail to Dr Sambur and Major 
General William Hodges, Director of Global Reach Pio^ams, Office of the 
Assistant Secretaiy of the Ah Force (Acquisition) in which he stated that “EDA 
[Institute for Defense Analyses], Boeing, and the Air Force met this morning to 
discuss cost estimate differences Boeing’s bases of estimate were very strong in 
face of IDA’S relatively weak rationale.” 

In Mid-Mar ch, 2003, accor ding to Mr, Richard P. Burke, Deputy Dir ector 
for Resource Analysis, Office of Program Analysis and Evaluation, a 
representative from the Office of the Assistant Secretary of the Air Force 
(Acquisition) called and asked exactly how much money did the Institute for 
Defense Analyses receives annually from the Air Force. 

On March 20, 2003, Dr. Nancy Spruill, Director, Acquisition Resource and 
Analysis, Office of the Under Secretary of Defense for Acquisition, 
Technology, and Logistics provided Dr. Sambur information on funding for 
the Institute for Defense Analyses. 

On March 27, 2003, the Office of the Assistant Secretary of the Air Force 
(Acquisition) provided an overview of the Boeing KC-767 tanker aircraft lease 
pricing and negotiation issues that stated: 
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• Federal Acquisition Regulation Part 12 Commercial Contract 
Negotiatiwis 

- Negotiating team had to use piice-ba^ techniques, rather than 
FAR Part 15’s normal cost-based methods : 

- Proposal evaluation switchra fiom sciubbitig predicted man- 
hours to finding analogous systems with known cost data 

• Lacking a detailed cost-based proposal, pi ice-based negotiations 
become a '1)8016 of BOEs [Basis of Estimate] 

- One’s negotiating position is only as good as one’s basis of 
estimate . 

• Impact of competing cost [price] estimates 

- If based on a superior basis of estimate, negotiate to get lower 

price. ' ' , 

- If based on an inferior basis of estimate, 
disiegaid/explain/discredit/. . . 

April 2003. Mr.. Wynne became heavily involved in tanker aircraft lease 
program. He stated that he called Boeing concerning a most favored 
customer clause and told them they were goin^p have to allow audit and 
asked that they cap the maximum earnings atHpeicent Mr. Wynne also 
asked that the Institute for Defense Analyses doa price analysis of the tanker 
aircraft lease proposal. 

Dr . Roche stated that in April 2003, a the lead for the 

White House in developing the Admiriistration’s tanker proposal, in 

g^tigular on unit price. Further, he stated that Boeing met with the 

on at least one occasion to discuss the tanker lease:. Dr. Roche ^srTstated 
that Mes^^plfowjtz and Aldridge negotiated the approval of the pr oposal with 
the based largely on what the Administration believed would 

be an acceptable pr ice for tanker aircraft. In addition, he stated that near the end 
of ktoy 2003, Mr Aldridge recommended to Mr. Wolfowitz and presumably the 
Secretary of Defense, that the Department go forward with the lease, given the 
dramatic price reduction obtained over the spring. Dr. Roche stated that, with the 
approval of the White House and the Secretary of Defense, Mr. Aldridge 
announced the Dqiartment’s position to go forward wife fee tanker aircraft lease 
at a press conference. 



'Removed for reason stated in the initial asterisked footnote (The references are also on page 147 ) 
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On April 15, 2003, Dr. Sambur sent to Dr. Roche and General Jumper a tanker 
aircraft chart that ^owed the cost savings by removing capability. 
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On April 28, 2003, Ms. Robin Cleveiand, OfRcc of Management and Budget, sent 
Dr. Roche an e-mail stating; 1 - 

fsl^d ^ my;viei»; ' j,;-.-'. *' J-. . - " 

t. am not sure what else QM^JOfGc^^^M|n| 2 emen^nd 
• Ryd||S} could have done. Since . 

Sim and others -'value this plane 

Boeii^ still believes they should die 

price issue has lost H beiuings Cos^veyi||L||^only the most recent 
justification as to why we must paj the explanation has. 

varied liteially by the week;. By the way, li.the 1-22 is the model on cost ^ 
over run Commitments, .ihis.|ffoposal. may be , worse than we could 
■ imagine. 

It has beciHne clear to me that Boeing was persuaded that evMtually we.' 

, ' would agree to their .enta-ine orice position . notwthstandinz .bUdeet 

prioifties'.and mSfk^facts s> * * ’ * * - 

Eyim with'-rbtatitig senior: . 

level invoiyement .fibin ' AriL. [Under Secretary of Defense for 
• Acquisition,: Technology,, and Logistics], AF [Air Fmcet and the 
Comptroller, it looks like vve are off track and unable to produce an 
agreement.. Whatashaoie,.,, ■. ... ■ 

May 2003. On May 2,flH||p|i|H|mBreporf led ip an e-inaii to Dr. Sambor 
that he met with Mr. Aldridge; viwAdmirat.StaDieySzembprski, Prhcipal 
Deputy Director, Program Analysis and Evaluation; and their staiT on the 
Boeing KC-767 tanker aircraft lease; The outcome was that Mr. Aldridge 
wonid sign 6iit a decision that authorized the Air Force to ptoci^ witli a 
lease program and that asked tbe OfGcedrMauagementand Bud get fn wa ive 
tbyerrmnation liability for the tanker aircraft lease; Specifically, | 

/ ^^mB5tated::.,:.'.:^■ \;;V A'- 


I met this afternoon with Pete Aldridge, VAdm [Vice Adibim!] 
Szemborski and their staffs concerning KC>767 lease. The outcome vtas 
a decision to be signed out 1^ Pete (as an Acqubition Decision Memo) 
authorizing the AF (Air Force] to proceed with a lease prbgtmn and 
asking OMB [OfRce of Management and Budge ' 

Itabilily. He will also direct a unit price of aboutJ______^ 

below our current position), but will allow m to cralt a cost-plus 
airangement for the tanker modification. We believe this is durable 
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- within a lease contract and, though out of the box, should be acceptable 
. to Boeing. 

This will allow us to proceed without cutting content and at a price that 
. : matches the OMB/IDA [Office of Management and Budget/Institute for 

. ■ Defense Analyses] estimate, but only if we can shift cost risk for that 
V ^imate tp the lovemment In essence, if OSD [Office of the Secretary 
of Defense]: believe the IDA estimate and isn’t willing to pay Boeing to 
assume the risk of a fixed-price contract, then OSD should be willing to 
assume it through a cost-plus contract. I thiiJc we’ll have full support of . . 
AT&i [Acquisition. Technology, and Logistics],' PA&E ^ogram 
Analysis and Evaluation) and Comptroller for this course of action (they 

predictedOMB support as wdl).- • ■ 

There are going to be plenty of details to work (hit in the coming wedcs, 
but this looks like a win-win decision to me. 



On May 3, 2003, Dr. Sambur sent an e-inail to Dr. Rbcbe and Mn Aldridge 
in wbicb be stated that Boeing would not go along with a mixed fixed price 
and cost plus approach. In regard to the “most favored customer” clause, 

Dr. S^biir stated that “If they were to lower their price to us, it would mean that 
they wouW have to give a rebate to evajon^t^hgt has this clause ” He also 
stated lhat the cost plus modification at|[|m|^^Bh3s a negative margin for 
Boeing. He mention^at the capon proti^^^H||||0and stated that, “Ifthe 
true mod cost plusdlprofit is more favored green A/C 

'■/.-’r I'.':' 
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[aircraft]), Boeing eats fee difterence., Boeing will let us completely audit all 
costs associated wife fee mods . . ; Dr Sambur liked fee apomad^reeig for 
the “give b»dc” provision feat requires fee Air Force to reiundi|[|||^^Pfor 
each aircraft if fee Air Force did not order 200 tanker aircraft. 



On May 4, 2003,flpH||HmP5ent an e-mail to Major Genera] Hodges, 
Director of GlobaiKeaMftograms, stating: 


According 

finii on the following: 


Dr Sambur and Boeing have decided to hold 


- Cost-plus is unacceptable to Boeing 

- Boeing has countered with a Fbied-PricefH||^|P|H|convettibIe 
freighter, buU^nnnbi, with a profit capoig^oer? they make 
more than Return of Sales, they'll reimburse fee gov’t 
[GovemmentJ) 

- This will prevent any windfall profits (gouging) 

Unsaid br Sambur claims SECAF [Secretary of fee Air Force] 
support this afwoach. Apparently, they all feel that if SECDEF . 
[Seaetaiy of Defense] disaj^ves fee program on price ground, Boeing 
will take it to WH [White House] and/or CMgress and win 

Recommendation: No email to Dr S [Sambur]. Based on fee political 
p(*er game now being played. 1 suggest AQQ (OfEce of fee Director of 
Global Reach Programs] do nothing until we see who has fee uppeyjani 
W^m« a frillb^ position if we absolutely must have 
d^^BjSontract, but in fee meantime, fee AF [Air Force] positicunod^ 
“calI^(C^D,’s,4Q#Bta of fee Secretary of Defense] bluff and 
see what fe|gSifc^g^|?| -and Congress si^- , 






'RemOVed'fck'reas’cin smted in fee initial ^teriskedToomote: 
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On May S, 2003, Dr. Sambur sent an e-mail Boeing: 

I am willing to agree ttat we received most &vored price fi>r green 
aircraft, {Bloein^ 200 ^ The issue of contention is ftiat of die mods. 
We nee^m have an agee m e n t that has a hfTE [not-tp-mcceed] on the 
mods of^ w cent. That will remove the percqition issue of Boeii% 
ripping us off 

We give you the nrice on die 200 ER an we monitor the mod to ensure 
die profit is NTE|||p>er cent 





On May 12tMp3, ^, Aldridge sent an e-mail to Drs . Roche and Sambur that 
discuss^ meeting on die tanker piice. Specifically, Mr Aldridge 

stated that; 



On May 12, 2003, Di. Sambur sent an e-mail to Dr Roche and Mr Aldridge on 
why Boeing cannot give the Air Force a better price Specifically, Dr. Sambur 
stated: 


Pete, Fim 

I spoke to|H||H|0on die issue of ROS [return on sales]. Before 
speaking to tom, 1 researcbed the Boeing financials and fbu^ th^^ie 
commercial sector racing margin on AVERAGE was less Aanjj^H 
and the [Boeing] 76U^mne worse than avenge because its bas^s 


shrinking . . . 


lOS (aeauL 




B these &cts and he pcmtsed to gM me the 


' cost structure because it would hi 
is having a conference Cidl with 
to me this afternoon 


Boeing can not give 


■ ’Remwedibr-reasoiLStatedin the.initiai asteriskedibotnote.. 
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On May 1 3, 2003, Dr. Roche sent| 
hestat^: ^ , 


|at Boeing an e-mail in which 


1 need to have you set up a meeting hoe in my office wift OMB 


Bee of Mfflajmjfin^nd Budget! , 

need for yuu,|Hm|Baiid possi^lllto ediine here for a meting 
with me and Robin Cleveland I cannot get 0MB comfortable with the 
price, no matter 1 argue. So, the last chance is fee you aiy^j|l|| 
l^lj^^ic question about ttliy is the jtice this high milH 
If we can’t get ai^hete, then,HPit’s all over because we 
wulnevo get there. Pis contact me soonest 


On May 14, 2003, Mr. .James “Ty” Hughes, Office of the Air Force General 
Cotmsel, sent an e-mail to Dr.^mn^r^xmessing concerns about contract clauses 
ffiat Dr. Sambur forwarded to|H^imi|Pat Boeing. Concerns relating to 
pricing were: : 



Dr. Roche sent an e-mail to Ms. Robin Clev|l|n^Offic^f 
Budget, about an upcoming meeting with^||||||||||||||mpand 
Boeing. Specifically, Dr. Roche stated: 

. . 1 will try to summarize where we stand, and ask for discussion among 
us about how to grapple with the issue of price; the possibility of 
transferring the [Boeing 767 from a cmnmercial product to a military 
one (thus, breaking it out from the pack and permitting cost discussions, 
audits, etc.); strnie history of other DoD purchases of commercial planes 
(737's!'Air Force One aridTwo); and, how can we coine to grips wSli' 
this issue since it will plague us for future aircraft 1 will be teamed with 
you, and nca put you in a comer Cbittre in whenever. 
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On May 14, 2003, 









On May 23, 2003, Mr Aldridge signed the “Air Force Boeing 767 Tanker Lease 
Decision Memorandum.” He directed the Air Force “to work vsdlh Boeing to 
negotiate tl» best possible total purchase price not to exceed $131 million per unit 
and lease unique costs ” Specifically, the memorandum stated: 

Afio- 8 comprebensive and deliberative review by the Leasing iteview 
Panel, the Seaetaiy of Defense has approved the Air Force's proposal to 
enter into a muttiyear Hlot Program for leasing general purpose 
Bo^ 7d7 airctaft under the amhotily in sectibo S15P of die Department 
of Deraisb Ar^opriatioos Ac^ 2002 While the cuirmtly. igrproved plan 
will provide for delivery of a total of 100 KC-767 aircraft, aj^ximately 
67 of whidi will be delivered in the Future Years t^fese Prr^ram 
(FYDP),' il is die ihM of die Dqiaitment to go b^rond the initial 
100 ahteaft as we begin the recapitalization of the airborne tanker fleet 
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The Leasing Review Panel compared the m«its and shcKtcomings of 
both leasing and purchasing the airo^ and flie Secretary detennined 
that the lease option best satisfied milita^ needs and was preferable for 
two primary reasons. First, die lease will require a lesser initial outh^ in 
die FYDP. Second, leasing accelerates the delivery of airaaft 

The Secretary of Defense approved this lease proposal contingent upon 
sealring a waiver of the requirement to hmd termination lii&ility and 
approval frmn die OfBce of Management and Budget While the K&767 
program is in its initiai stages, I am designating the program as an ACAT 
[Acquisition Cat^ory] ID. Major Defoise Acquisition Program. In the 
interests of the government and the taxpayer, I direct the Air Force to 
work with Boong to negotiate the best possible total purchase price not 
to exceed $131 million pa unit and lease unique costs, yriuch the Special 
Purpose End^ will be responsible Ra paying to Boeing, and whkh wilt 
form the basis for gwemment payments under die lease The total 
purchase price shall include a firm, fixed-price for the ‘green’ aircraft 
(767-200C) and for modifications and additional tanker equimimt on the 
green aira^ The Return on Sales (ROS) shall not exc^]^^ for the 
green aircraft or for die additional equipment and die cmifiguration shall 
meet the minimuni set of requirements to satisfy die Air Force’s mission 
1 further direct die Air Force to work with the Office of die Under 
Secretary of Defense (Comptroller) and the Office of the Director, 
Program Analysis ^ Ev^uation, to finalize offsets in the FYDP to ftilfy 
fond the lease plan 

In additioti. as mandated by die legislation, the Air Force shall submit a 
report to the Congressional Defense Committees before signing the tease 
contract, and rmort back to Congress one year after the first delivery and 
tmmially dtereafter. 

Finally, the Air Force shall develop a long-range recapitalization plan 
beyotid the current lease proposal arid present thsu plan to the Secr^ary 
of Defense by 1 Novemba 2003 
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September 2003. On September 1, Mr. James “Ty” Hughes, Office of the Air 
force Geaeral Counsel, sent an e'^nail to Dt . Sambur in which he stated; 



On Septembei 1, 2003, in respcmse. Dr. Sambur sent an e-mail to Mr Hughes in 
which he stated: 

I wiU NOT let the contract to Boeing unless it is an audit opinion AND 
we get a yearly audit You can tell them that they may win die 
[Senate Armed Services Comminee] hearing but tbQ' will not get a 
contract!!! Marv 
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Appendix G. Placard Paradox 


Appendix G responds to a Januaiy 27, 2005, lettei from the Chaiiman, Committee on 
Commerce, Science, and Transpoitation to the Secretary of the Defense, requesting ttiat 
we determine who intentionally deleted information from placards that were displayed 
during a tour that members of the Senate Armed Services Committee staff participated 
in during Tmker Air Force Base visit in October 2003 Subsequent to die tour, tfte 
Committee staff asked for copies of the placards. 

We interviewed 30 individuals associated with the placards to determine who 
changed the original placards submitted to the Senate Armed Services Committee 
staff«s and why the placards were changed Exhibit I shows an abbreviated 
organization chart of the Air Logistics f^ter as of October 2003 and identifies the 
key divisions and branches that Sre Senate Armed Services Committee staff visited 
relating to the KC-135 production line. Appendix H provides a listing of the key 
players involved in the placard par adox : 



Exhibit 1. Excerpt from the Air Logistics Center, Tinker Air Force Base, 
Oklahoma Organization Chart (October 2003) 
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We concluded that Air Force officials intentionally deleted and modified 
infoimation contained on placards displayedduiing the Senate Armed Services 
Committee tour However, we determined that these actions were takra to portray 
the most current and accurate maintenance status of the aircraft We did not find 
evidence to indicate that die placard information was changed to misrepresent the 
health of the KC-1 35 fleet 

• Initial Submission. With respect to the initial submission of placards 
to the Ccunmittee stafldn October 22, 2003, we concluded fliat actions 
taken by members of the Air Logistics Center staff and the Dqiartment 
of the Ait Force were not meant to misrepresent maintenance 
information related to corrosion on the KC-135 Personnel at Tinker 
Air Force Base indicated that collaborative discussions occurred 
between members of the Maintenance Division staff who wanted to 
ensure that they updated the placards to show the most current and 
accurate information associated with the Tinker-only fleet. 

• Final Submission. With respect to the second and final submission of 
placards to the Committee staff, we determined that Air Logistics 
Center command officials and Deputy Chief of Staff Air Force, 

Installations and Logistics officials became involved once concerns 
were raised about the initial submission of placards. We found that 
during the staffmg of the placards. Deputy Chief of Staff Air Force, 
Installations and Logistics, determined that the Air Force would 
supplement the maintenance infoimation on the miginal placards to 
represent the iMalth of the entire KC-135 fleet. We determined that 
the corrosion infoimation contained on the placards was current, 
accurate, and not misrepresented for die entire KC-135 fleet 

Background 

On October 10, 2003, staffers from the Senate Armed Services Committee participated 
in a tour of the Air Logistics Center at Tinker Air Force Base, Oklahom^^gy^ral 
i||r|||nl|tu^tom the Air Logistics Center accompanied the staffers. 
flUmPIII^Legislative Liaison for the Office of Legislative LiaisonTsec^^ of 
the Air Force, coordinated the visit and accompam'ed the staffers to Tinker Ait Force 
Base and throughout the tour Exhibit 2 depicts the staging of the KC-135 maintenance 
production line tour. The photographs contained in this appendbt were obtained during 
a re-creation of the October 2003 tour provided to investigative team members. Office 
of the Inspector General Department of Defense on Frfrruary 8, 2005 . . 
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Exbibit 2. Staging of tbe KC-135 maintenance prodnction line tout 

the KC-!35 production line tour segment included a plasma screen briefing 
followed by a guided walking tour around the aircraft. During the walking tour, 
brie&rs identifted examples of major structural repairs* that may have been 
performed on KC-135 aircraft during depot maintenance. At each major structural 
rqrair exhibit, a placard was displayed. 

What were tbe placards? The placard slides were small story boards commonly 
used during tours of the KC-135 aircraft maintenance line. The placards were 
placed at each major structural repair exhibit and identified resource requirements 
needed to repair or replace the major structural item. Exhibit 3 illustrates how the 
placards were displayed around .the aircraft during the tour. , 



‘Major structural rei»irs are r^xiire ot repiacemenls of cotb aircraft coniponents, M^or structnraliqjaks 
typically caused corrosion or stress corrosion are not part of die planned or scheduled miuntenance of 
dieairdraft 
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Exhibit 3. Example of the placar ds displayed around the aircraft daring the 
KC-13S maintenance production line tour 

The resource requiiement information included on the placards addressed labor 
hours, labor rate, fitting cost, total cost, and occurrence factor. Information on the 
placards pertained to the Tinker KC-135 fleet and did not include information 
related to the remainder of the KC-135 aircraft fleet. The original placards 
displayed during the tour are located in Appendix I 


Findings of Fact 


rtf T»nlrftr } 


Placard Request and Coordination. A congressional staffer first requested a 
j^^jjygjgjgj^lacards m^e on October 1 0, 2003 The request was made to 

't»’ntenance. Normally, data requests are 

J Legislative Liaison. However, die 

did not become aware of the placard request until 

ay. 


Friday, October 17, 2003. 

■[|||H|^Bde]egated 

was not involved in dr 


information 


1 ^ the Senate Armed Services Committee r^uest to 
lief Analyst, Procedures and An|lvsiy|>ivjsjoi^ho normally 
dre tours. The follovdng week,|HHHH|H|rewest^ 
is be updated with current 2003 data Attn^jpi||HH||Precai!s 
iking, he did not recall who asked him to updat^hepla^d 
le uprated charts included the current information on 66 KC-135 


’Occiatrace fiiMor indicates the oambo' of times a core airoafi ctanponent was iqilaced or rq)aired over a 
set series of KC-13S aircraft at Air Logistics Center, Tinker Air Force Base 
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e aised concerns about the data contained in the placards and how the 

med Services Committee staffers would interpret the informaticia' Che 
original placar ds contained Tinker Air Force Base-only data and did not address 
maintraiance data fiom the other two centers that maintained the fleet of KC-135’s. 
We found that: 


On Monday, October 20, 2003,|| 
electroni^oD^f the orieinay^^r^ai 
fiam|HHHpthroughflH||^^deputy,|_ 
mUlPD^uty of th^^k^Aumfi Bran! 



On Tuesday, October 21, 2003,BB|mHHP production 
management ^ecialist, provideamemi^nmplacaFds and updated 
2003 placards for die Aircraft Maintenance Branch: We were not able 
to determine how or who coordinated the information- but suspect the 



were not al 
discussions, 
charts withf 

only containci 
(mip executive Offici 
version of the placards t( 
initial submission ofthe pi 
Committee staffers (placards included^ 

factors, fitting costs, and labor rates). 

who provided the placards to him; however. 


to|_ 

led discussions among 

igarding the placards but 

conversations or times of diese 
illed a discussion about the placard 
luring this tmefiame and renumbered 

provided an electronic 
placards constituted the 
Senate Armed Services 

fss occurrence 
lid not recall 



(tocol, 


at during this timeh 
stated that be would have i 
before submitting them to 

1 the coordination will 


Tinker . (Appen^J^yfiBfj^sated that 

he coordinated the placards with Mr Conner, D^i^^ranmanda-, Air 
Logistics Centea .. However, Mr . Cminer told ns diat he did not recall 
^on, but would not deny that the coordiriation transpired. 
^ submitted the placards to die Senate Armed Servi«s 
ommittee staffers later that day. Upon review, Ae Seriate Armed 
Services Committee staffers realized that the placards were not the 
same placards as those di^layed around diej' ' ‘ ' 
production lirie tour. The staffers oontactedff 
and again, requested a copy of the placards, butlhis tim 
js displayed around the KCjl 
responded by contacting^! rector of 





230 





249 












250 


Appendix H. Key Air Force Players in the 
Placard Paradox 


The following Air Force representatives were key players in executing the Senate 
Armed Seiviccs Committee staffers tout at Tinker Air Force Base on October 1 0, 
2003, or were involved in providing the KC-135 placards to the Senate Armed 
Savices Committee staffws. 

Air Logistics Command, Tinker Air Force Base, Oklahoma 

Major General Charles Johnson. Major General Charles Johnson, Commander 
Air Logistics Center, was not involved during the tour; however he did meet the 
staffers following the tour’s conclusfon. Major General Johnson was involved 
with providing the final submission of the placards to the Senate Armed Services 
Committee staffers 


Vice Commande^AjL 

Logistics Center, was not involved during the tour; bowever,H^HH|Bdid 
coordinate the final submission of the placards and the point p^e^lqplainmg the 
placards information. 


Mr. Robert Connor. Mr. Robert Connor, Executive Director, reportedly 
coordinated the initial submission of the placards before it left Tiricer Air Force 
Base. .. 

Director of Staff; escotted Senate 

Armed Services Committee statters durmg base tour, and was involved with 
providing the placards to the Senate Arra^ Services Committee staffers 

Deputy Director of Staff, was not present 
during the tour but was tasked with coordinating the placard submissions to the 
Senate Armed Services Committee staffers. 

Maintenance Division, Air Logistics Command, Tinker Air 
Force Base, Oklahoma 


- -ir Logistics Comroan 
Armed Services Camm 
oigineering briefing. | 
content of the placards 
submission 




^ommittemjffijr^n th« 
ng. 

^ds and bis executive ( 


Director of Maintenance, 

, _..~homa, escorted the Senate 

the tour and presented the lean 
|was involved in discussions about the 
'e Officer pioccss«i the initial placard 


as one oH 

was not involved wTI 


le Senate i 
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Appendix I. Oi'lginal Placards Displayed 










Bulkhead Fittiiig:| 
(Body Station 960) 


• Man hoars per installatioo^^H 

• Jacking ________ 

> Total Labor mmil lili 
Fitting Cost 

• HistoiyofSl A^: 4 0ccuiTences 

• 5% Occurr^ce Factor 
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R/H 880 Beam Replacement; 

(must remove L/H to replace R/H) 

• Man hours per installation: 

• Jacldng& Jig 

• 10.9 Pressure chech 

• Total Labor ^h||||||||b 

• FittragCost^ll^l^l 

• Hfetory of 82 A/C: 1 Occurrence 
• Occurrence Factor 
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Boom Shock Absorber receptacle: 



* Man hours per installatipn^^^H 

• No jacking r equired 

Total Labor HjHH Hi 

* Fitting Cost JUPHIII 

• History of 82 A/C: 1 Occurrences 

• Occurrence Factor 
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Appendix J. Initial Placard Submission 
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(Station 360-620) 


• Man hours pCT instellatiop 
■ • .Jacking-. 

• Total Labor 

• lotting C<^ 

• History 82 A/C: 18 Occurrences 
• 22% Occurrence Factor 


1 
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PDISTPAI>BR 

\ ■ X5N'' ' . \ 

13S i^G 


'Furpom- ;•,; ' A - ' 

-AFio«iae0]SC4%«a9^(aiM>alUe rad eqiUnpliKXrd Sate 

pitmdtdto •; •■ • - * Pz^assuniilStaffMciabmaf 

Ute Snaate >A(^ S«racu CoDoittce (SdSQ, 10 Oct OS Cafcet AIB 
r-PM&ianw) i^«t< mn provided an overview of tlbe -ISS i^ioi 
tnaktenanropiocess udaq^abititiee at 

— ^^3^ plaearda (atteehment Q vert di^lsQr^ imdn an auoaft to Aow 
naiqrlea of npaireaosmpluhed&Biiip'the depot mainttnaace proceases 

-Sackgroand 

~ 11»-13Sainaaftflieet is composed of S81 aiicrafi with an average age of 12 
years and are repaind at foaipregraniiaeil Depot Maintenance (TOMD tepait 
aiiec 

-■•OC-ALC/MAB Tinker AFB, OR 
fBoaingAencpaoeSenfices Center (B.ASC) San dotonio, TX 
— 1P^(^ Aatoplex Biimia^am, AL 
~-lr3 Coonnnicstions GieenviQe, TX 

- ApngA^ issues •Conplextomaon/cracking repairs are nimiadictalde and 
random; results is growdi of stnictnral repairs, PDM bouts and repa ir costs 
The repaiss briefed at dockside on JO Oct were asms]] portion of tbe^Hj^ 
bours contained in the FOM wo^ package 

Disonasioa 

~ Flacmrdsdisplayeddodcadewete&rpattsi<ieiiti£catioii^geQetaliidbimatioQ 
'-Mot a t^teseatative oainple M Ibe sajoi structural repairs (MSRs) being 


— -OC'ALC jdacard MS& data reflected only Tinker bccutreaces fiem FIDO to 
inid-FTQ2 

> C^ldS cnnoaiiD hisioty odneliiig MSR and renrire to for flie fleet is 
documented in tbe JtC idf Cerrosim cm! Service life Seport dated Oct 200S 
fattadunest 3) 

~Bdiaaatio& contained in the Oct 03 was assembled by the AFflUl ^ sitb 
inficBntion/aaaly&provided by the -ISS SystemFctom Office 




250 






~ !nieOd-ttC MSB plicazd data duplafeddodaije was a subset d data 

di^l^ddBpa^^.rftbeOctpS Import 

-dtUKtomt 2 is pAEB 48 ^AeOet 03 di^kpag tbepeieeDt M ta- 

HidtMSBsfitmms-Fm 

-OO-AUpIacudsdiaciisaadiimiaftlw lOOdvisitBricisas^r^rencediistliC; 
leftaifedfilieduat 

— ligr example, die bodp statiea S20 bdUiead fitting 

<>tcainnw {wtor item {TOO dini mid FTi)2 avezaged SK 
(attachmeiitl^ldacaid 1) 

■—la dmoariaon. fleet-xnde (iS four PPM sifeil eaninence factors vaiv fom 

Finx) thin F7D2 (US, 4)4, lOlQ OiUacbment Z, pg 48 of Oct 03 t^eid 
— Kote the enatie/iutpitdklahk aatvie cf MSB igpaiis sate FVBS 
'■'OC-dlC tilacaids IB $ can he orisa'n&niiced to the Oct 03 report and 
oecarxeace iactoia abo twqr &om pear to pear 

• Suminaiy/Reciuiuiieiulation 

- FQracompi^nmveKederataBduigofcorrosidBaiidsefviceltfeiasiieseathe 
C/KC~135 ile^ please review the KC-13S Corrosion and Senict Lift Sgxirl, 
attadunent 3 


■ 3 ' 
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Under Secretary of Defense for Acquisition, 
Technology, and Logistics Comments 




the <iiF E^FENSE 
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Mr. Schmitz. This morning I would like to introduce the report’s 
primary author, to my left, Deputy Inspector General Thomas 
Gimble; and I would like to very briefly review the report’s genesis, 
its scope and methodology, and its bottom-line results. Of course, 
Mr. Gimble and I are prepared to answer your questions. 

On December 2, 2003, as you said, Mr. Chairman, you sent a let- 
ter to the Deputy Secretary of Defense in which you suggested that 
I conduct an independent assessment that would “examine the ac- 
tions of all members of the DOD and the Department of the Air 
Force, both military and civilian, top to bottom, who participated 
in structuring and negotiating the proposed tanker lease contract.” 

Subsequently, on November 19, 2004, you and two other mem- 
bers of the committee. Senator Levin and Senator McCain, sent an- 
other letter, as you said, this time addressed to Secretary of De- 
fense Donald Rumsfeld, reiterating that I should conduct an assess- 
ment of accountability along the same lines of your prior letter, and 
requesting that my assessment determine “what happened, who is 
accountable, and what actions must be taken to prevent this situa- 
tion from happening again.” 

To accomplish this objective, our independent review team ana- 
lyzed selected e-mails and memoranda from the DOD, the Air 
Force, and the Boeing Company, and interviewed 88 individuals 
from the Departments of Defense and Air Force who had been in- 
volved in the Boeing KC-767A Tanker Program to determine what 
happened and who was accountable during the structuring and ne- 
gotiating of the proposed lease contract. 

Our review team did not interview White House officials. Mem- 
bers of Congress, or officials of the Boeing Company because the 
objective of the review focused on the accountability of members of 
the Office of the Secretary of Defense and of the Air Force who 
were involved in the Boeing Tanker Program. 

What happened? Although Boeing had submitted a proposal in 
February 2001 to the Chief of Staff of the Air Force to convert 36 
Boeing 767 commercial aircraft into tanker aircraft, it was not 
until after September 11, 2001, that Air Force officials began meet- 
ing with Boeing Company executives to enter into an agreement to 
lease 100 Boeing KC-767A tanker aircraft. The proposed lease 
agreement generally had support of White House officials. Mem- 
bers of Congress, senior officials of both the DOD and Air Force, 
and of the Boeing Company. At that time, that is before and imme- 
diately after September 11, 2001, the Air Force had neither identi- 
fied nor funded an urgent requirement for the replacement of its 
existing fleet of tankers. 

The Department of Defense Appropriations Act for Fiscal Year 
2002, enacted in January 2002, included section 8159, titled 
“Multi-Year Aircraft Lease Pilot Program,” which section author- 
ized the Air Force to make payments on a multi-year pilot program 
“to lease not more than a total of 100 Boeing 767 aircraft.” That 
section also provided that the term of any individual lease agree- 
ment shall not exceed 10 years. 

Without conducting an analysis of alternatives, the Air Force 
used the provisions of section 8159 to justify an informal acquisi- 
tion strategy, the focus and goal of which was expeditiously to lease 
100 KC-767A tanker aircraft from Boeing through a business 
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trust. By not following established acquisition procedures contained 
in DOD directives, the DOD and Air Force officials identified in our 
report neither applied best business practices nor adhered to pru- 
dent acquisition procedures, and failed to comply with five statu- 
tory provisions relating to commercial items, testing, cost-plus-a- 
percentage-of-cost system of contracting, and leases to satisfy the 
warfighter needs. 

Who was accountable? Our report identifies the DOD and Air 
Force officials who were responsible for failing to ensure the pre- 
scribed acquisition rules and procedures were followed. In sum- 
mary, a number of senior DOD and Air Force officials acted as if 
section 8159 of the Fiscal Year 2002 Appropriations Act had waived 
various legal requirements, statutory checks and balances, that 
that section had not waived. 

Moreover, as our executive summary concludes, the system of 
management internal controls within the Air Force and the Office 
of Secretary of Defense was either not in place or not effective, be- 
cause the existing acquisitions procedures were not followed in the 
proposed lease of the Boeing KC-767A tanker aircraft. 

What actions must be taken to prevent this situation from hap- 
pening again? We have four recommendations in our report. Briefly 
summarizing them: The Department must change the cultural en- 
vironment in its acquisition community to ensure that the proper 
internal control environment is reestablished and followed for 
major weapon system acquisitions. 

Number two, the Secretary of Defense should reemphasize the 
need to conduct an analysis of alternatives for all major systems 
before major milestone decision points. 

Number three, DOD 5000 series guidance should emphasize that 
leasing is merely a method for financing the acquisition of a pro- 
gram and that lease programs should be treated the same as any 
other acquisition programs of like cost. 

Finally, DOD 5000 series guidance should require, at a min- 
imum, that the decision to enter into a contract to lease a major 
system must be subject to the results of a Defense Acquisition 
Board or a System Acquisition Review Council review as applica- 
ble. 

This concludes my oral statement. Mr. Gimble and I would be 
happy to answer any questions you have. 

Chairman Warner. I judge Mr. Gimble at this time will not 
make an independent opening statement; is that correct? 

Mr. Gimble. No, sir. 

Chairman Warner. Thank you. 

Mr. Secretary. 

STATEMENT OF HON. GORDON R. ENGLAND, ACTING DEPUTY 
SECRETARY OF DEFENSE 

Mr. England. Mr. Chairman, Senator Levin, members of the 
committee: It is always a pleasure to be with you. I do appreciate 
the great work you do to provide for our men and women in uni- 
form, to get them the equipment they need to protect our Nation. 
It is your oversight role, however, that is especially critical in en- 
suring the continued confidence of the American people, and I 
thank you. 
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During my last appearance before this committee when seeking 
confirmation as the Deputy Secretary of Defense, I commented 
then that ethical leadership is especially critical in the DOD be- 
cause trust and confidence define the strength of the link between 
a Nation and her citizens and her military. While legal adherence 
is always necessary, ethical behavior is absolutely essential, and 
actions by the DOD must always be above reproach. As this com- 
mittee has properly emphasized, when individuals do not meet the 
standards expected by the American people they need to be held 
accountable. 

It is vitally important that the Department have in place the ef- 
fective processes with appropriate checks and balances to ensure 
that America’s warfighters receive the equipment they need and 
when they need it, while at all times providing transparency and 
the greatest value possible for every single taxpayer dollar spent. 
We owe that to our troops who serve us so bravely and we owe it 
to the American people who support us so generously. 

Regarding the Inspector General’s accountability review of the 
Boeing Tanker Program, many recommendations for corrective ac- 
tion and for better checks and balances in acquisition have been as- 
sembled and proposed, instigated by this committee’s review. Mul- 
tiple organizations and interested groups, many external to the 
DOD, have applied their expertise, talents, and energies in evalu- 
ating the tanker recapitalization issue. As a result of these rec- 
ommendations, many acquisition changes have already been insti- 
tuted within the DOD. 

We have initiated a three-pronged approach: first, restoring pri- 
macy of the acquisition process through cancellation of the leasing 
panel, conformance to the Defense Federal Acquisition Regulation 
Supplement (DFARS) and 5000 series, and implementation of the 
Defense Acquisition Guidebook; second, restraint and internal con- 
trols to ensure conformity to process and integrity; and most impor- 
tantly, restoring primacy of integrity in acquisition. 

Specifically, we have changed DOD Instruction 5000.2 and the 
Defense Acquisition Guidebook, we have changed the FARS and 
DFARS to clarify the contracting officer authority, we have restruc- 
tured the Defense Acquisition University curriculum, we have re- 
written the Commercial Item Handbook, and many, many other 
changes have already been incorporated. 

I commend the efforts of everyone who has been involved in this 
endeavor. In my judgment, all these changes and proposals will be 
helpful as we go forward. 

Now, that said, on the other hand, and as we discussed during 
my confirmation hearing, the entire acquisition structure within 
the DOD needs to be reexamined and in great detail. As high- 
lighted by Senator Lieberman during that hearing, there is a grow- 
ing and deep concern about the acquisition process within the DOD 
here in this committee and I share that concern with you. 

While we have recently incorporated many individual corrective 
actions in our acquisition processes, as I have noted, the final an- 
swer to past problems may he in a complete restructuring of the 
way the Department accomplishes acquisition for all of its goods 
and services. Senator McCain at our earlier hearing stated that we 
need a comprehensive study even going back and looking at the 
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premises of Goldwater-Nichols, and we will do that and we have 
started that effort. I agree with that recommendation. 

I want to assure this committee that we in DOD value our rela- 
tionship with Congress and with this committee and we will con- 
sult with you and we will seek your advice and counsel, including 
enabling legislation as appropriate, as we go forward. This com- 
mittee and the DOD share a common goal and that is to maintain 
the trust and the confidence of our citizens while protecting and de- 
fending this great Nation. Know that you have my personal com- 
mitment to manage the Department ethically and above reproach, 
to be forthright, honest, and direct with everyone and in every cir- 
cumstance, and to expect the same from every DOD employee. 

I will work closely with each of you to restore and retain con- 
fidence, effectiveness, and efficiency in the DOD acquisition proc- 
ess, and I thank you for your continued support. 

[The prepared statement of Mr. England follows:] 

Prepared Statement by Hon. Gordon R. England 

Chairman Warner, Senator Levin, members of the committee, thank you for the 
opportunity to appear before you today. This is a committee that I greatly admire, 
with members whom I have come to know and to greatly respect after 4 years in 
Washington. I also thank the committee for helping to provide our magnificent men 
and women in uniform with the equipment they need to protect and defend our 
great Nation. It is your oversight role that is critical in ensuring the continued con- 
fidence of the American people. 

During my last appearance before this committee, when seeking confirmation as 
the Deputy Secretary of Defense, I commented that ethical leadership is especially 
critical in the DOD because trust and confidence define the strength of the link be- 
tween a nation and her citizens and her military. While legal adherence is always 
necessary, ethical behavior is absolutely essential. Actions by the DOD must always 
be above reproach and, as this committee has properly emphasized, when individ- 
uals do not meet the standards expected by the American people, they need to be 
held accountable. 

It is vitally important that the Department have in place the effective processes 
with appropriate checks and balances to ensure that America’s war fighters receive 
the equipment they need, when they need it, while at all times providing trans- 
parency and the greatest value possible for every single taxpayer dollar spent. We 
owe that to our troops who serve us so bravely, and we owe it to the American peo- 
ple who have entrusted us with this important task and who support us so gener- 
ously. 

Regarding the Inspector General’s Accountability Review of the Boeing Tanker 
Program, many recommendations for corrective action and for better checks and bal- 
ances in acquisition have been assembled and proposed. Multiple organizations and 
interested groups including the Inspector General, the Defense Science Board, the 
Defense Acquisition University, the Industrial College of the Armed Forces, the Gov- 
ernment Accountability Office, studies internal to the Department of Defense and 
others have applied their expertise, talents and energies in evaluating the Tanker 
Recapitalization issue. 

As a result of these recommendations, many changes have already been instituted 
within the Department of Defense. We have initiated a three-pronged approach: 

• Restore primacy of the acquisition process through cancellation of the 
Leasing Panel, mandate conformance to the Defense Federal Acquisition 
Regulation (DFAR) and 5000 Series and implementation of the Defense Ac- 
quisition Guidebook; 

• Strengthen internal controls to assure conformity to the approved proc- 
ess; 

• Finally, and most importantly, restore primacy of Integrity in Acquisi- 
tion. 

Specifically, the Department of Defense has changed DOD Instruction 5000.2 and 
the Defense Acquisition Guidebook, changed Federal Acquisition Regulations (FARs) 
and DFARS to clarify the contracting officer authority, restructured the Defense Ac- 
quisition University curriculum, and has rewritten the Commercial Item Handbook 
and many others. 
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I commend the efforts of everyone involved in this endeavor. In my judgment, all 
of these changes and proposals will be helpful as we go forward. 

On the other hand, as we discussed during my confirmation hearing, the entire 
acquisition structure within the Department of Defense needs to be re-examined in 
great detail. As highlighted by Senator Lieberman during that hearing, there is a 
clearly growing and deep concern about the acquisition process within the Depart- 
ment of Defense in this committee, and I share that concern. In my judgment, no 
single proposal that I am aware of — no “tweak,” no “silver bullet” — should substitute 
for a comprehensive, end-to-end review and analysis of this extremely complex ac- 
quisition system. In order to meet our dual responsibilities of providing our fighting 
men and women with the very best they require and satisfying our charge as trust- 
ed stewards of the taxpayer, we can do no less. 

While we have recently incorporated many individual corrective actions in our ac- 
quisition processes, the final answer to past problems may lie in a complete restruc- 
turing of the way the Department accomplishes acquisition for all of its goods and 
services. Senator McCain earlier stated this needs to be a comprehensive study, 
even going back and looking at the premises of Goldwater-Nichols. We will do that. 
We have started this effort. 

I want to assure this committee that we in DOD value our relationship with Con- 
gress and with this committee, and we will consult with you and will seek your ad- 
vice and counsel, including enabling legislation, as we go forward. This committee 
and the Department of Defense share a common goal, and that is to maintain the 
confidence and trust of our citizens while protecting and defending this great Na- 
tion. 

Know that you have my personal commitment to manage the Department ethi- 
cally and above reproach, to be forthright, honest and direct with everyone and in 
every circumstance and to expect the same from every DOD employee. I will work 
closely with you to restore and retain confidence, effectiveness and efficiency in the 
DOD acquisition process. Thank you for your support. 

Chairman Warner. Thank you, Mr. Secretary. 

The Acting Secretary of the Air Force, Mr. Dominguez. 

STATEMENT OF HON. MICHAEL L. DOMINGUEZ, ACTING 
SECRETARY OF THE AIR FORCE 

Mr. Dominguez. Thank you, Mr. Chairman. I want to take this 
opportunity, on behalf of the men and women of the United States 
Air Force, to apologize to the committee and in particular to Sen- 
ator McCain for the unprofessional nature of many of our e-mails 
that are published in the DOD Inspector General’s report. The tone 
in those e-mails was certainly unwarranted by the motivation of 
Senator McCain and his staff and certainly unwarranted by virtue 
of his long service to this Nation. So, I am deeply sorry for that 
violation of the standards of conduct and professionalism that we 
owe to this committee. It will not happen again, sir. 

Chairman Warner. Do you have any further comment on behalf 
of the Department? Now, I recognize that you were not, I guess, in 
the direct chain of these issues that are before us today; would that 
be correct, in your responsibilities? 

Mr. Dominguez. Excuse me, sir? I did not hear the question. 

Chairman Warner. Well, you do not wish to add any further 
comments with regard to the report at this time? 

Mr. Dominguez. No, sir. I will stand by for your questions, sir. 

Chairman Warner. General Jumper. 

STATEMENT OF GEN. JOHN P. JUMPER, USAF, CHIEF OF 
STAFF, UNITED STATES AIR FORCE 

General Jumper. Sir, let me echo the statement of the Secretary 
of the Air Force in offering my apology to the members of the com- 
mittee and especially to Senator McCain, especially for the tone of 
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some of the e-mails that were reported in the DOD Inspector Gen- 
eral’s report. These comments were unprofessional and not worthy 
of a great Air Force that has members out there performing, and 
I require a higher standard of them every day than we dem- 
onstrated ourselves in that report. So, I apologize, sir, and I look 
forward to your questions. 

Chairman Warner. Well, let us turn to questions at this time. 
We will go a 6-minute round and we will take as many rounds as 
required. 

Secretary England, you have had an opportunity to review the 
report of Mr. Schmitz and his colleagues. Do you agree that there 
were violations of law performed by members of the DOD? 

Mr. England. Certainly, Senator, there were violations of law by 
Darlene Druyun. There is no question about that, and of course she 
has already had her case held. Beyond that, there are certainly 
cases of what would appear to be very poor judgment. I certainly 
cannot say there has been anyone breaking the law. I mean, there 
have certainly been some judgments that can be questioned along 
the way. Senator, but I certainly cannot speak in terms of people 
breaking the law other than Darlene Druyun herself and obviously 
some people with the Boeing Corporation. 

Chairman Warner. Mr. Schmitz, do you feel that there were any 
in the Department that violated the law, other than Ms. Druyun. 
You will need that microphone. 

Mr. Schmitz. Mr. Chairman, that is a very good question. Mr. 
Chairman, it is important to note that we conducted an audit be- 
fore the lease was signed, in which we identified five specific stat- 
utes that would be violated were the contract to be signed. But, 
thanks in part, major part, to this committee, the contract was 
never signed. So, the major legal violations that we identified in 
our earlier audit and repeated in this report today, those violations 
did not occur. 

Chairman Warner. Excuse me? Did not occur? 

Mr. Schmitz. They did not occur because the contract was never 
signed. Our recommendation back in our earlier audit was before 
signing any contract that the Department comply with these five 
legal requirements. 

Now, we have I believe 13 other contracts that we are now look- 
ing at — we are conducting preliminary reviews — that were associ- 
ated with Darleen Druyun. Secretary Wynne referred, I believe, 
eight of those to us and we have identified another five. We are 
looking at those to answer your question, sir. 

So, in fine Naval Academy tradition, I will tell you, “I’ll find out, 
sir.” We are still looking and we will report back if we find viola- 
tions of law. 

[The information referred to follows:] 

We are still reviewing procurement actions and will report back to the committee 
if any violations of the law are found. 

Chairman Warner. Let me return to you. Secretary England. 
Given what Mr. Schmitz said, that there was a progression of ac- 
tions which, had the signatures been affixed, would then have con- 
summated a violation of law 

Mr. England. I am sorry, sir? 
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Chairman Warner. If I understand the Inspector General, there 
were a progression of actions taken by various officials other than 
Ms. Druyun that, had a signature been affixed to contract, would 
have then constituted a violation of law. Do you concur in that ob- 
servation? 

Mr. England. Senator, my feeling is if this had proceeded there 
still would have been checks and balances in the system. This 
would not have gone strictly to a contract. There are still systems 
in the DOD before contracts are signed. So I would not, frankly, 
leap to the conclusion that it would have just stayed on its current 
path. There is still a leap before contracts are signed and other 
people would have been involved at that point. 

I do not know if you can make that leap. Perhaps that would 
have happened. My own feeling is you would have had other people 
involved before contracts were actually signed. Senator. 

Chairman Warner. Well, I will return to that at another time. 

Given that there was at least in one instance, as you say, a viola- 
tion of law, what is it that you and Secretary Rumsfeld are going 
to take by way of steps to impress upon all employees of the DOD 
to adhere carefully to the law of the land? 

Mr. England. Well, as I commented, Mr. Chairman, in my open- 
ing statement, obviously ethical behavior is very important to the 
DOD. You know my own personal standards in that regard and I 
expect that everyone in the DOD will act not only legally but ethi- 
cally in every single action that they deal with. So, we will set very 
high standards. We do have very high standards in the DOD, but 
we will continuously emphasize that. 

It is critically important. As I commented before, this is question 
of faith between the American people and her military, and it is 
very important that we not weaken those bonds. Everything we do 
in the DOD needs to be completely above reproach. It needs to be 
very transparent. 

My comment to you, to be forthright, honest, and direct with ev- 
eryone in every circumstance, is the way, frankly, I have conducted 
myself for 4 years and I expect everyone in the DOD will conduct 
themselves that way. This is a question about ethical behavior and 
you have my full commitment that that is the way we will proceed 
going forward, sir. 

Chairman Warner. What are the procedures by which you and 
the Secretary will address the issue of accountability regarding 
those persons who have departed the DOD who are implicated in 
this matter? 

Mr. England. Senator, I have to tell you I am not that familiar 
with all the events that transpired in this regard. During most of 
this period I was in the Department of Homeland Security. I have 
read the Inspector General’s report, but I also know that there are 
lots of things that do not show up in the Inspector General’s report 
in conversations and rationales, and I believe in most cases people 
try to do what is right and best for America and they may exercise 
bad judgment. It is going to be very difficult, frankly, for me to go 
back and try to understand this in great detail. 

Frankly, my emphasis will be to go forward, to make sure that 
we run this Department effectively and efficiently and above re- 
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proach. I am frankly going to emphasize on the future and not the 
past. 

Chairman Warner. Well, I fully appreciate that there have been 
gaps in your distinguished career. We are fortunate you offered to 
return now. Therefore, I presume it would largely be left to Sec- 
retary Rumsfeld; and have you had an opportunity to consult with 
him with regard to this Inspector General’s report and what ac- 
tions and procedures he may wish to take? 

Mr. England. No, sir, I have not had those conversations. 

Chairman Warner. Now, Mr. Schmitz, we will go into executive 
session, but I think it is important here in open session to explore 
the scope and depth of your investigation and in the course of 
which, were there facts which gave rise in any way to a decision 
by you or others in the Department that perhaps some of the ac- 
tions taken by individuals should be examined by the United 
States Attorney because they give rise to possible criminal viola- 
tions? 

We need not mention names at this point, but I just want to 
know, in the course of the investigation did facts come to your at- 
tention which constituted a basis for this matter to be referred to 
the United States Attorney? 

Mr. Schmitz. Aside from Darleen Druyun, of course? 

Chairman Warner. That is correct. 

Mr. Schmitz. There is at least one matter, and you and Senator 
Levin referred it to me, which we are looking at which may in fact 
lead to that. But, it is an active matter and I should not go into 
it any further here at this point. 

Chairman Warner. Thank you. 

My time is up. Senator Levin. 

Senator Levin. Thank you, Mr. Chairman. 

The report states that the DOD and the Air Force failed to follow 
applicable acquisition procedures. Clearly, I agree with that conclu- 
sion. I think we all would. It then goes on to name a number of 
officials who are determined to be responsible for the failure. I do 
have some questions about why some of those are named. 

For instance, one of the officials is Mike Wynne, who was then 
the acting Under Secretary of Defense for Acquisition, Technology, 
and Logistics. This is what the report says with regard to Mr. 
Wynne: “Michael Wynne, Acting Under Secretary of Defense for Ac- 
quisition, was accountable for tacitly accepting Mr. Aldridge’s deci- 
sion to go forward with the Boeing KC tanker aircraft lease by 
sending a memorandum discussing the decision to an 0MB official 
on May 28, 2003. In the memorandum, Mr. Wynne stated that, 
‘After a comprehensive and deliberative review by the Leasing Re- 
view Panel, the Secretary of Defense has approved the Air Force’s 
proposal to enter into a multi-year pilot program for leasing gen- 
eral purpose Boeing 767 aircraft.’ The memorandum was seeking 
approval of the proposed lease from the Office of Management and 
Budget (0MB).” 

Now, Mr. Schmitz, this is my question. How do you hold Mr. 
Wynne responsible for misconduct on the basis of a memorandum 
in which he simply transmits to the 0MB a determination by the 
Secretary of Defense? 
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Mr. Schmitz. Senator, we have identified Secretary Wynne as 
one of those individuals in the chain of events that we describe in 
our report in depth. In our executive summary we have also sepa- 
rated Secretary Wynne out from some of the other actors because, 
frankly, his role was less direct. I would say, in summary, Mr. 
Wynne came in after his predecessor. He could have reversed deci- 
sions of his predecessor. He could have, as you say, not passed on 
others’ decisions to 0MB. But he did, and we think that ultimately 
his accountability should be judged on the facts and circumstances 
of what he did, when he did it. 

Senator Levin. Well, is not the issue here the decision of the Sec- 
retary, which he just simply forwarded to 0MB? 

Mr. Schmitz. It was also the decision of his predecessor. Sec- 
retary Aldridge. 

Senator Levin. Was he not also, though, following a decision of 
the Secretary of Defense? How can you assess responsibility with- 
out seeing whether or not the person that you are saying is respon- 
sible is simply executing the order of a superior? How do you make 
that judgment? 

Mr. Schmitz. Let me defer to my deputy 

Senator Levin. I do not have time for a long reference. Just, can 
you not answer that question? 

Mr. Schmitz. Generally speaking. Senator, I think what you are 
getting into is the distinction between accountability and culpa- 
bility. My report is a factual report and I give that to the Secretary 
of Defense and he puts my factual findings in context of all the 
other things that he is aware of, including the circumstances you 
are describing now, and then it is up to him to determine who is 
culpable and how to act on it. 

Senator Levin. On page 147 of your report you have a letter from 
the Secretary of the Air Force, Jim Roche, describing events lead- 
ing up to the Secretary of Defense’s May 2003 approval of the 
lease. It is redacted. Much of it is redacted. Much key material is 
redacted. In subsection C on page 147: “Throughout the spring of 
2003, BLANK took the lead for the White House in developing the 
administration’s tanker proposal.” “The administration’s tanker 
proposal,” “BLANK took the lead.” 

Subsection D: “In this period, the Boeing Company met with and 
discussed the tanker lease with BLANK on at least one occasion.” 

Subsection E: “Mr. Aldridge and Deputy Secretary of Defense 
Wolfowitz negotiated the approval of the proposal with BLANK 
based largely on what the administration believed would be an ac- 
ceptable price for the tankers.” 

First of all, are there any inaccuracies in those descriptions that 
I just read? Did you find any of those inaccurate? 

Mr. Schmitz. In Secretary Roche’s letter? 

Senator Levin. In C, D, and E. 

Mr. Schmitz. Sir, I am not in a position to assess the accuracy 
of Secretary Roche’s letter. I am repeating it verbatim here. 

Senator Levin. So, you have not reached a conclusion as to 
whether or not in the spring of 2003 someone, “BLANK,” took the 
lead for the White House in developing the administration’s tanker 
proposal? You have not reached a conclusion as to whether that is 
accurate or not? 
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Mr. Schmitz. Sir, that was not within the scope of what you re- 
quested in your letter, nor is it within the scope of the Inspector 
General Act. 

Senator Levin. When you hold people responsible for imple- 
menting decisions, you ought to know whether in fact they are im- 
plementing other decisions or their own. 

Mr. Schmitz. Of course, of course. 

Senator Levin. You did not do that. You did not do that. You do 
not know whether they were implementing their own decisions or 
other decisions. Is that correct? 

Mr. Schmitz. Sir, we have reported factually what we are aware 
of based on all the data we have, and the questions you are asking 
are legitimate questions that I think the Secretary should ask him- 
self when he is making an ultimate determination on our factual 
findings. 

Senator Levin. Do you think it makes a difference as to whether 
decisions which are being implemented are the decisions of the peo- 
ple that you hold responsible or their superiors’ decisions? Do you 
think that is relevant? 

Mr. Schmitz. Of course, sir, and that is what I was explaining. 
That is why we set Secretary Wynne off from the rest, because he 
was essentially implementing decisions that had been made by his 
predecessor. That is precisely the point we — 

Senator Levin. Did his predecessor implement the decision of the 
Secretary of Defense? 

Mr. Schmitz. In that case it was Secretary Aldridge that was the 
decisionmaker. 

Senator Levin. So, he was not implementing the decision of the 
Secretary of Defense? You did make that conclusion? You did reach 
that conclusion? 

Mr. Schmitz. I think we are talking about two decisions now, sir. 

Senator Levin. That is correct. Aldridge’s decision was his own, 
not the Secretary of Defense’s? 

Mr. Schmitz. Yes, sir. 

Senator Levin. You reached that conclusion? 

Mr. Schmitz. Yes, sir. 

Senator Levin. But, you did not reach the conclusion as to 
whether Wynne was implementing his own decision or the Sec- 
retary of Defense’s. Why would you conclude that Aldridge had im- 
plemented his own, but when it came to Wynne you did not look 
at whether it was the Secretary of Defense’s decision or the admin- 
istration’s decision or Wynne’s decision? Why would you not make 
the same — 

Mr. Schmitz. I believe we did look at that, sir, and we inter- 
viewed Secretary Rumsfeld and Secretary Wolfowitz. 

Senator Levin. You did? 

Mr. Schmitz. Yes, sir. 

Senator Levin. On the Wynne decision? 

Mr. Schmitz. I do not know. I have to check the transcript, sir. 
I have to get back to you if you would like to know that, sir. 

Senator Levin. It was my understanding you did not talk to 
Wolfowitz or Rumsfeld. 

Mr. Schmitz. No, sir, we interviewed both, sir. 
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Senator Levin. So, on all these matters you have talked to the 
Secretary of Defense? 

Mr. Schmitz. Yes, sir. 

Senator Levin. But, you did not reach any conclusion as to 
whether they were responsible for making decisions which were ei- 
ther in violation of regulations or 

Mr. Schmitz. I will find out, sir. 

Senator Levin. Pardon? 

Mr. Schmitz. I will find out. I do not recall the specific answer 
to your question. I will find out, sir. 

Senator Levin. Mr. Chairman, thank you. 

Chairman Warner. That is a very important question. It re- 
quires careful review on your part. But, for the record this morn- 
ing, you interviewed both the Deputy Secretary and the Secretary 
regarding the full breadth of the issues of the scope of your exam- 
ination? 

Mr. Schmitz. Yes, sir. 

Chairman Warner. You will then go back and re-examine the 
transcript and other statements to determine the responses to Sen- 
ator Levin’s questions and you will provide that for the record? 

Mr. Schmitz. Yes, sir. Let me just clarify. When you say I inter- 
viewed, my staff interviewed 88 witnesses. Included among those 
88 were the Secretary and the Deputy Secretary. 

[The information referred to follows:] 

Based on a re-examination of the transcripts of interviews, both the Secretary of 
Defense and the Deputy Secretary of Defense were aware of the leasing decision by 
Pete Aldridge and generally supported it. 

Senator Levin. You interviewed them, but you did not report in 
your report what they told you or what their position was; is that 
correct? 

Mr. Schmitz. Generally speaking, we interviewed them and we 
did not find anything relevant to report to tell the story about the 
Boeing 767 tanker aircraft. What we reported was, our independent 
judgment on that which was relevant. 

Senator Levin. You found nothing in your interviews with the 
Secretary of Defense and the Deputy Secretary of Defense that was 
relevant to this report? 

Mr. Schmitz. Sir, I told you I would go back to the transcript, 
I would look at it and would get back to you, but I recall speaking 
to our interviewers that spoke with both of them and asked what 
material came out of it, and I was told, in both cases, there was 
not much. 

Chairman Warner. I must say I am somewhat perplexed that 
you personally did not conduct or participate in those interviews, 
given that they were your superiors. Is that the routine? 

Mr. Schmitz. Absolutely, sir. I have been the IG for 3 years now. 
I have not participated in a single interview. I review the tran- 
scripts, but I have professional investigators, inspectors, and audi- 
tors and they are paid to do these, and in this case I sent my best 
senior official investigator over to interview both Deputy Secretary 
Wolfowitz and Secretary Rumsfeld. 

Senator Levin. If I could just conclude on that line then, you do 
have the responsibility of reading those transcripts? 

Mr. Schmitz. Yes, sir. 
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Senator Levin. Did you read the transcripts? 

Mr. Schmitz. I reviewed both transcripts, yes, sir. 

Senator Levin. Was there anything relevant in those transcripts 
to the issues in your report? 

Mr. Schmitz. Sir, I do not recall the specifics you are asking 
about. I will get back to you if you would like to know. I just 

Chairman Warner. We will move on at this time. You will get 
back one way or another in response to those questions. Thank you. 

Mr. Schmitz. Yes, sir. 

Chairman Warner. Senator McCain. 

Senator McCain. Thank you very much, and I would like to 
thank General Jumper and Secretary Dominguez for their remarks 
and I appreciate it. As I said earlier, I think following the conclu- 
sion of this hearing and this issue we should move forward. How- 
ever, I also think we should make sure that responsibility is appor- 
tioned where it belongs. 

Mr. Schmitz, after it became known that Ms. Druyun had com- 
mitted a crime, for which she was later convicted, the line out of 
the Secretary of the Air Force and the Pentagon was that this was 
an isolated incident, that only Ms. Druyun was responsible for all 
this, and there was no other responsibility to be apportioned to any 
individuals or organization. Do you accept that statement? 

Mr. Schmitz. No, sir. There are actually two components of my 
objection to that approach. One was, if you recall, “the line” was 
also that up until that point Ms. Druyun had a stellar, pristine 
record. In fact, there were at least five prior investigations and she 
had, in fact, been held accountable by my predecessor to acquisition 
irregularities back in the early 1990s and a recommendation of my 
office to hold her accountable had been overruled by the Deputy 
Secretary of Defense at the time. Instead of holding her account- 
able, she was actually promoted into the position where she then 
exercised all of the prerogatives she did, which led ultimately to 
her criminal conviction. 

The other issue is, I would just say generally speaking, she did 
not operate in a vacuum. She had a powerful persona, there is no 
dispute about that. But, there were people both above, below, and 
aside of her that allowed her to continue operating without checks 
and balances that should have been in place. 

Senator McCain. Mr. Aldridge did not submit himself to an 
interview by your staff, is that true? 

Mr. Schmitz. That is true, sir. 

Senator McCain. Did he say why not? 

Mr. Schmitz. My staff could not reach him, sir. 

Senator McCain. Could not reach Mr. Aldridge, who is I believe 
now a member of the board of Lockheed Martin; is that right? Do 
you know that? 

Mr. Schmitz. I have heard that. I believe that, sir, is right. 

Senator McCain. You could not get a hold of him through Lock- 
heed Martin? 

Mr. Schmitz. I do not recall. I recall my staff coming to me and 
saying that they had made repeated attempts to reach him and 

Senator McCain. Since he made a crucial decision, I believe the 
day he left the Pentagon, about the leasing, signing off on the Air 
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Force leasing proposal, do you not think it would have been impor- 
tant to have his testimony? 

Mr. Schmitz. We would have preferred to have his testimony, 
yes, sir. 

Senator McCain. Well, Mr. Chairman, since Mr. Aldridge has re- 
fused to cooperate with Mr. Schmitz, I might suggest that we sub- 
poena him before this committee. He obviously signed off the day 
he left the Pentagon. He stated that the comprehensive and delib- 
erative review by the Leasing Review Panel in support of his deci- 
sion to approve the lease, but the panel never provided a rec- 
ommendation and a co-chairman of the panel’s working group rec- 
ommended against the lease. Therefore, Mr. Aldridge’s reliance on 
the panel’s work in support of approving the decision is in fact mis- 
leading, is it not, Mr. Schmitz? 

Mr. Schmitz. Can you repeat the last part of your question, sir? 

Senator McCain. One of the rationales given by Mr. Aldridge ap- 
proving the leasing deal was that the Leasing Review Panel was 
in support of the Boeing 767 lease, and in fact the panel did not 
approve of it; is that not true? 

Mr. Schmitz. That is true, sir. 

Senator McCain. So, Mr. Aldridge basically lied. Mr. Aldridge, 
we do not know why he made the statement, do we? 

Mr. Schmitz. No, sir. Well, we know generally that he was, as 
I said in my opening statement, that he and others within the Air 
Force and OSD were trying to treat the appropriations language as 
if it had waived a whole bunch of legal requirements and were just 
trying to get to the result of leasing 100 aircraft. 

Senator McCain. Well, Mr. Chairman, I recommend we subpoena 
Mr. Aldridge to get his testimony, because key decisions were made 
by him and obviously made his statement of approval of the lease 
on false information. I think we might be able to get a hold of him 
through his board membership of one of the major defense contrac- 
tors. 

Chairman Warner. I should say at this juncture that I have 
given some thought to that. I think we should first accord him the 
opportunity to appear voluntarily. 

Senator McCain. That would be fine. 

Chairman Warner. If he does not, then we will as a committee 
consider the use of the subpoena. But, I think at this point, to pro- 
tect Mr. Aldridge to the extent we should, give us some detail as 
to the efforts you went to find him. I mean, he is an American cit- 
izen residing in this country. I do not think it is a mystery. If in 
fact he is on the board of a major defense contractor, it seems to 
me he is locatable. Can you give us some amplified data on what 
efforts you took to find him? 

Mr. Gimble. Senator, we sent registered letters 

Chairman Warner. I beg your pardon? 

Mr. Gimble. We sent registered letters. We also left a number 
of voice-mails on his personal home voice-mail. We tried to obtain 
his number through the folks at the Pentagon, and we simply just 
were not able to make arrangements to interview him. 

Chairman Warner. Did the Department of the Air Force offer to 
help at all? I mean, he had some affiliations with them in years 
past and so forth. 
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Mr. Gimble. We exhausted all the avenues we thought were 
availahle. We just were not successful. 

Chairman Warner. All right. 

Senator Levin. Would the chairman just yield very quickly on 
that point, though? Or would Senator McCain yield? 

Chairman Warner. I will increase your time. 

Senator McCain. Please. 

Senator Levin. It will he on my next round. Just a 10-second 
question. Did you subpoena him? 

Mr. Gimble. We did not subpoena him. 

Senator Levin. Why not? 

Mr. Schmitz. Sir, the 

Senator Levin. I will save that for my second round. I have 
taken too much time. 

Chairman Warner. That is all right. It is important that this 
juncture of the record be completed. 

Mr. Schmitz. We do not normally exercise our subpoena power 
in a civil matter. We can in a very extraordinary circumstance ex- 
ercise our subpoena authority, but usually it comes up in the con- 
text of an active criminal investigation. So, the normal procedures 
are not there. We would have truly had to exercise an extraor- 
dinary measure in that case to subpoena documents from Mr. Al- 
dridge. 

Frankly, we interviewed everybody around Secretary Aldridge, so 
the facts of what happened — we were able to tell the story to this 
committee and in our report, I think, in a full, objective, inde- 
pendent manner without Secretary Aldridge’s 

Chairman Warner. I would take a difference of opinion with you 
on that. I think this is an extraordinary case. It has enormous 
ramifications throughout the whole procurement process, impact on 
the military, and I think you should have utilized the subpoena. I 
will just tell you that. 

[The information referred to follows:] 
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Inspector General Subpoena Authority 

The DoD IG subpoena power does not include authority to compel personal testimony. IG 
subpoena power extends only to documents and Records. Section 6(a)(4) of the Inspector 
General Act of 1978, as amended, provides that each Inspector General is authorized 
“to require by subpena [sic] the production of all information, documents, reports, answers, 
records, accounts, papers, and other data and documentary evidence necessary in the 
performance of the functions assigned by this Act.” 

Subsequent to the Senate Armed Forces Committee hearing, Mr. Aldridge agreed voluntarily to 
be interviewed on June 21, 2005. After reviewing the transcript of Mr. Aldridge’s interview, I 
stand by the findings and conclusions in my report. Specifically, in response to questions that 
dealt “with Mr. Rumsfeld and Mr. Wolfowitz providing any guidance or instruction regarding 
the 767 Tanker lease and the extent of their involvement,” Mr, Aldridge answered, “I don’t recall 
their involvement being very active at all. It was more -- we informed them what was going on, 
we informed them that the process was working. I informed that 1 thought this was a good deal 
for the country the way it was set up for, again military value. And he and Wolfowitz both I 
think were somewhat inactive in the process Aware but not engaged.” 

In a follow-on interview conducted on June 28, 2005, when asked if he had been “influenced or 
under any pressure by the Secretary or the Deputy Secretary of Defense to sign the Acquisition 
Decision Memorandum. And my recollection is, you told us no,” Mr. Aldridge responded, 
“That’s correct.” Additionally, Mr. Aldridge stated the he had presented the recommendation of 
the leasing panel to proceed with the lease and that “when I presented that to the Secretary, it’s 
my recollection he said, he agreed.” Mr. Aldridge noted that the decision maker was “ultimately 
the Secretary of Defense,” explaining that “the project would have stopped” if the Secretary had 
disagreed. This is consistent with the conclusion in our May 13, 2005, report that: “Mr. Edward 
C. Aldridge, Jr., Under Secretary of Defense for Acquisition, Technology, and Logistics; Dr. 
James G. Roche, Secretary of the Air Force; Dr. Marvin R. Sambur, Assistant Secretary of the 
Air Force (Acquisition); and Ms. Darleen A. Druyun, Principal Deputy Assistant Secretary of the 
Air Force (Acquisition and Management ) were the primary decision makers within the 
Department of Defense and the Air Force who allowed the Boeing KC-767A tanker aircraft lease 
to continue moving forward.” 
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iNSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 
400 ARMY NAVY DRIVE 
ARLINGTON, VIRGINIA 22202-4704 


The Honorable John Warner 
Chairman 

Committee on Armed Services 
United States Senate 
Washington, DC 20510-6050 

Dear Mr. Chairman: 


JUN 2 4 2005 


I am writing in further regard to the June 7, 2005, “Hearing to Receive Testimony on the 
Department of Defense Inspector General’s Management Accountability Review of the Boeing 
KC‘767A tanker Program.” In response to your request during that hearing, on June 9, 2005, 1 
sent to you an insert for the hearing record containing the answers I had previously provided to 
another Senator relating to White House protocols. The purpose of this letter is to provide to you 
an insert for the record regarding the subpoena power of Inspectors General. 

During the hearing, I was asked why Pete Aldridge, the fonner Under Secretary of 
Defense for Acquisition, Technology and Logistics, had not been interviewed and whether my 
office had subpoenaed him. As a point of information, DoD IG subpoena power does not 
include authority to compel personal testimony. 10 subpoena power extends only to “the 
production of all information, documents, reports, answers, records, accounts, papers, and other 
data and documentary evidence necessary in the performance of the functions assigned by this 
Act.” 


Subsequent to the Senate Armed Forces Committee hearing, Mr. Aldridge agreed 
voluntarily to be interviewed on June 21, 2005. After reviewing the transcript of Mr. Aldridge’s 
interview, I stand by the findings and conclusions in my report. Specifically, in response to 
questions that dealt “with Mr. Rumsfeld and Mr. Wolfowitz providing any guidance or 
instruction regarding the 767 Tanker lease and the extent of their involvement,” Mr. Aldridge 
answered, “I don’t recall their involvement being very active at all. It was more - we informed 
them what was going on, we informed them that the process was working. I informed that I 
thought this was a good deal for the country the way it was set up for, again military value. And 
he and Wolfowitz both I think were somewhat inactive in the process .... Aware but not 
engaged.” A copy of the enclosed insert for the record will also be included along with the 
hearing transcript. 


If you have any questions regarding this matter, please contact me or Mr. John R. Crane, 
Assistant Inspector General for Communica^ons and Congressional Liaison at (703) 604-8324. 


Enclosure 

cc: The Honorable Carl Levin 

Ranking Minority Member 
The Honorable John McCain 



Chairman Warner. Now we want to return and let you finish 
your questioning period. 

Senator McCain. Thank you. 

Mr. Schmitz, just to complete the circle here, Mr. Aldridge stated 
in his decision, which I believe was the day he left office — is that 
correct? 

Mr. Schmitz. I believe that is correct. 

Senator McCain. The day he left office, his decision was, he said, 
a comprehensive and deliberative review by the Leasing Review 
Panel in support of the decision to approve the lease, was part of 
his rationale, right? 
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Mr. Schmitz. I believe that is correct, sir. 

Senator McCain. That was false? The Leasing Review Panel did 
not recommend it, is that not true? Mr. Gimble? 

Mr. Schmitz. I would like to doublecheck with my Deputy on 
that. 

Mr. Gimble. The actual work of the leasing panel was not com- 
plete. There was a program analysis and evaluation (PA&E) memo- 
randum, Mr. Kreig, a month later, which was a tasker of the leas- 
ing panel. So the leasing panel was not complete, the work was 
not. 

Senator McCain. Thank you. I would be interested to know what 
pressures Mr. Aldridge felt that he would make that decision on 
the day that he left office. 

Mr. Schmitz, on January 19, 2005, former Secretary Roche sent 
you a lengthy letter. Near the end of the letter Mr. Roche writes, 
and I quote: “The Air Force put forward a proposal done in con- 
formance with the law and policies in place at the time. The Air 
Force performed a due diligence look into potential alternatives, in- 
cluding open competition, even though the legislation specified the 
Boeing 767.” 

Is that statement true, Mr. Schmitz? 

Mr. Schmitz. I disagree with those conclusions, sir. 

Senator McCain. Thank you. 

At the end of the letter Mr. Roche wrote: “I am calling” — why do 
you disagree with that? 

Mr. Schmitz. I do not think in a real sense there was free and 
open competition. I think that this was simply a result-oriented ef- 
fort to lease 100 of the Boeing tankers as quickly as they could, as 
was authorized, but not required, in the Appropriations Act for fis- 
cal year 2002. 

Senator McCain. Did Mr. Roche at one point call you into his of- 
fice along with General Jumper and tell you you ought to back off 
this investigation? 

Mr. Schmitz. He did not say, “back off the investigation,” sir. 
But, he was critical of the way that I had criticized Darleen 
Druyun’s integrity. 

Senator McCain. Did he ask you, do you know that maybe you 
could be liable for slander? 

Mr. Schmitz. In fact he did say that. 

Senator McCain. You might be slandering Ms. Druyun? 

Mr. Schmitz. That was not even an implication. That was the di- 
rect statement. 

Senator McCain. At the end of that letter, Mr. Roche wrote: “I 
am calling for you to do the courageous thing, not contribute to fur- 
ther character assassination of those who tried to serve honorably. 
To continue down the current path will dramatically contribute to 
severe risk aversion on the part of senior and junior military lead- 
ers. To those Americans who must go into harm’s way, to put it 
bluntly, this investigation will further stifle innovative procure- 
ment for years to come. This amounts to coercion in my book.” 

Mr. Schmitz, do you think this was proper? Let me ask. General 
Jumper, do you think that is an accurate depiction of the situation 
that Secretary Roche wrote in his letter, that if we continue the in- 
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vestigation that, to put it bluntly, this investigation will further sti- 
fle innovative procurement for years to come? 

General Jumper. Sir, I believe the Secretary believed that when 
he wrote it. 

Senator McCain. Do you believe it? 

General Jumper. No, sir. 

Senator McCain. Do you believe it. Secretary England? 

Mr. England. No, sir, I do not. 

Senator McCain. Mr. Chairman, I have additional questions. 

Chairman Warner. We will have another round. 

Senator McCain. Again, I want to thank the witnesses. 

Thank you, Mr. Chairman. 

Chairman Warner. Senator Nelson. 

Senator Bill Nelson. Thank you, Mr. Chairman. 

Mr. Gimble, did you read the transcripts of the Secretary and the 
Deputy Secretary? 

Mr. Gimble. Yes, sir, I did. 

Senator Bill Nelson. You said you did not? 

Mr. Gimble. I did. 

Senator Bill Nelson. You did read them? 

Mr. Gimble. I did, yes. 

Senator Bill Nelson. From what you read in the transcripts, do 
you have a conclusion about the Secretary or the Deputy Secretary 
of how they would have influenced the decision? 

Mr. Gimble. Let me clarify. The decision that we are talking 
about was a decision of the senior acquisition executive, in this 
case Mr. Aldridge. What was quoted in that was that he had the 
support of the Secretary and the Deputy Secretary. We believe that 
that was the case. 

Now, in the interviews with the Secretary and the Deputy Sec- 
retary they both indicated that they had delegated that to their ac- 
quisition people who were making acquisition decisions, and it 
seemed like, based on what they knew, it was a proper decision. 

Senator Bill Nelson. So what — if I understand what you just 
said, that you do not have a conclusion that they actually influ- 
enced the decision? 

Mr. Gimble. I do not believe that they influenced it from the 
standpoint that they said, move forward with it. Also, I do not be- 
lieve they influenced it from the standpoint that they said, do not 
move forward with it. It was just an indication that they supported 
it and they were not stopping it, is the way I interpreted it. 

Senator Bill Nelson. Mr. Schmitz, is that your conclusion? 

Mr. Schmitz. Yes, I agree with that and I would also just elabo- 
rate that it was a decision of, I believe the Deputy Secretary to put 
a halt on it, and I know that the Secretary fully supported us when 
we stopped the process and put a freeze on the project going for- 
ward. They certainly played an active role in that. 

Senator Bill Nelson. Secretary England, the House of Rep- 
resentatives has just passed the Defense Authorization Act and 
they have included a provision there that in effect would cut out 
any competition for the awarding of this contract for a tanker in 
the future for any firm that was not an American firm. What do 
you know about that provision? 
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Mr. England. I am not familiar at all with the provision, hut if 
that is a provision, it is not a provision I would agree with, frankly. 
Senator. I do believe we need to have free and open competition, 
frankly, for many of our goods and services. There are exceptions 
because there are items I think that are uniquely important to our 
military. But, as a matter of policy, frankly, we have limited com- 
petition in many of our acquisitions and, frankly, I think it would 
be healthy for America and healthy for our industrial base to have 
more competition, even international. 

I would not support that amendment, but I am not familiar with 
it and I have not had discussions with members of the House. 

Chairman Warner. Senator, I thank you for bringing that up. Of 
course, that is directed against the Airbus possibility of working 
with U.S. firms to participate in that. But, we are going to probe 
that further. It will be a subject of the conference once our body 
acts on our bill, and we will solicit views from the Secretary and 
Deputy Secretary on that question. I thank you for bringing it up. 

Senator Bill Nelson. Thank you, Mr. Chairman. 

Mr. England. The Washington Post has reported that 45 sections 
were deleted by the White House’s counsel’s office — and I am 
quoting — “to obscure what several sources described as references 
to White House involvement in the lease negotiations and its inter- 
action with Boeing.” Can you tell the committee what you know 
about these deletions in the IG report? 

Mr. England. Senator, I actually cannot comment. I do not know 
what has been deleted. I just do not have the background in this. 
Again, this is recent in my background. I just have to defer to the 
IG in terms of what has been redacted in their report. 

Senator Bill Nelson. Okay. Mr. IG? 

Mr. Schmitz. It is generally an accurate statement about the 
number of redactions, and this goes back to the protocol that was 
mentioned earlier by Senator Levin and which we — I made an 
independent decision to respect. 

Senator Bill Nelson. Do you think these deletions were proper? 

Mr. Schmitz. Were they proper? 

Senator Bill Nelson. Yes. 

Mr. Schmitz. Of course. I did them. 

Senator Bill Nelson. You did them at the request of whom? 

Mr. Schmitz. No, I made an independent decision to delete them. 

Senator Bill Nelson. So, this is not a correct statement in the 
Washington Post? 

Mr. Schmitz. What I said was correct was that the number of 
redactions is correct. 

Senator Bill Nelson. Well, the Washington Post says that they 
were deleted by White House counsel’s office. 

Mr. Schmitz. That is not correct. 

Senator Bill Nelson. That is not correct? 

Mr. Schmitz. We deleted them. My staff deleted them. 

Senator Bill Nelson. There were 45, and the 45, were they — 
the redactions were the 45 in reference to White House involve- 
ment in the lease negotiations and interaction with Boeing? 

Mr. Schmitz. There were redactions for White House names. 
Members of Congress, staff of Congress, and then there were also 
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redactions for company proprietary and “For Official Use Only” ma- 
terial in the report. 

Senator Bill Nelson. Since you made the redactions — and 
thank you for clarifying that — why is the withholding of that infor- 
mation heneficial so that this committee or the public cannot un- 
derstand the IG report in its full context? 

Mr. Schmitz. Well, the leadership of this committee entered an 
agreement with White House Counsel to allow White House Coun- 
sel to withhold certain information, and I made an independent de- 
termination that I did not need to include that information in my 
report to give the full story, and so that is why the redactions are 
there. In fact, some of these issues were raised by Senator Grassley 
already and I have already answered them in writing, and I would 
be glad to answer — I would be glad to submit my answers to the 
committee for the record. 

Chairman Warner. We would like to have them. Without objec- 
tion, they will be part of this record today. 

[The information referred to follows:] 

INSPECTOR GENERAL 

DEPARTMENT OF DEFENSE 
400 ARMY NAVY DRIVE 
ARLINGTON, VIRGINIA 22202-4704 


The Honorable John Warner ^ ^ 

Chairman 

Committee on Armed Services 
United States Senate 
Washington, D.C. 20510-6050 

Dear Chairman Warner: 

On June 7, 2005, in testimony before your Committee, 1 offered to submit 
to you my response to questions concerning White House protocols raised in 
letters of May 17 and May 27, 2005, h'om Chairman Grassley. Enclosed are the 
answers that I provided Chairman Grassley to his questions relating to the use of 
White House protocols. 

If you have any questions regarding this matter, please contact me or 
Mr. John R. Crane, Assistant Inspector General, Communications and 
Congressional Liaison, at (703) M4-8324. 

Sincerely, 




^Joseph E. Schmitz 


Enclosures; 
As stated 



296 


Do the “protocols” apply only to the source documents or also to the report itself? 

The protocols apply to source documents, many of which are quoted verbatim in the 

report. 

As IG, were you obligated to comply with the protocols? 

The Inspector General, after confirming the existence of and the general terms of the 
protocols between Members of the Senate and the White House Counsel, made an independent 
decision to honor — and, whenever possible, to comply with - the protocols. 

Do the Protocols supersede the IG Act? 

Although the Inspector General is not aware of any legal authority for the protocols 
superseding the IG Act, the latter neither proscribes compliance with nor confers upon the 
Inspector General any authority either to abrogate directly -- or to circumvent -- protocols 
between Members of the Senate and the White House Counsel. 

If the names of the White House Officials were in fact removed from your draft report, was 
it done “to ensure that the report was factually accurate?” 

Talcing into consideration the aforementioned protocols, the Inspector General made an 
independent decision to delete names of White House officials. Senators, Representatives, and 
congressional staff personnel. This decision was not part of the staffing effort to ensure factual 
accuracy of the report. The DoD IG’s authority and the report’s purpose was limited to assessing 
accountability for those DoD and Air Force officials that were in decision making positions or 
contributed to the decisions. It is not within the IG’s authority to assess accountability of White 
House or Congressional officials. 

Has anyone in the White House or the DoD ever asked you or directed you to submit a 
draft report for review? If so, please provide the details and documentation on each 
case? 


No. 

Did your submission to the White House on April 29, 2005 comply in every respect with the 
audit standards on the staffing of “discussion drafts”? 

As previously stated, the Boeing Tanker Management Accountability Review was not an 
audit, but generally followed the audit standards. The auditing standard from the GAO “Yellow 
Book” in Paragraph 8.32 states, “Auditors should normally request that the responsible officials 
submit in writing their views on reported findings, conclusions and recommendations, as well as 
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management’s planned corrective actions. Oral comments are acceptable as well and, in some 
cases, may be the only or more expeditious way to obtain comments.” The DoD IG Audit 
Manual identifies processes to implement the Yellow Book standards. 

The predecisional draft that was sent to the eight offices in the Pentagon and to the White 
House Counsel did include a draft transmittal letter and executive summary; however, they were 
clearly marked ‘‘predecisional draft” and could not have been confused with the final report. 

Did your office receive and/or incorporate any external comments that are not summarized 
and referenced in the final report as required by standard audit procedures? 

No. The predecisional draft was sent for comment and two DoD organizations provided 
conunents which were included in the final report. The standard procedure for handling 
management comments was followed for this report. 

Were the auditors involved given the option to accept or reject White House changes as 
specified in the audit manual? 

Management conunents were received only trom two DoD entities. Paragraph 8.34 of 
the Yellow Book states, “When the audited entity’s comments oppose the report’s findings, 
conclusions, or recommendations, and are not, in the auditors’ opinion, valid .... the auditors 
should state their reasons for disagreeing with the comments ... in a fair and objective manner. 
Conversely, the auditors should modify their report if they find the comments valid.” 

The Review Team members were given the chance to accept or reject the management 
comments. The comments received were incorporated into the report, but did not change the 
conclusions. Our responses to the management comments are reflected in the Section titled 
“Management Comments and Audit Response” at page v of the Executive Summary to the 
report. We reemphasized our position on the need for Analysis of Alternatives (“AOA”) and the 
need to follow the prescribed acquisitions procedures. 
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June 9, 2005 


EXTERNAL AFFAIRS 


Media Inquiry: On Thursday, June 9, 2005, Air Force Times reporter Laura Colarusso 
called to ask about the Boeing KC-767A Management Accountability Report and Dr. 
Marvin Sambur’s involvement in that issue. She was told that our response to any 
questions involving those issues would be limited to what was in the Management 
Accountability Report and the DoD IG’s statement at the SASC hearing. 

Media Inquiry: On Wednesday, June 8, 2005, media calls regarding the Boeing KC- 
767A Management Accountability Report were received from the following, who were 
told that the report and the IG’s testimony speak for themselves: 

• St. Petersburg Times reporter Tim Nickens 

• Washington Post Editorial Page Editor Ruth Marcus (Ms. Marcus requested an 
interview with the IG. After consulting OASD-PA, the request was declined.) 

• Space News reporter Colin Clark 

• Sacramento Bee reporter Dale Kasler 

• USA Today reporter Dave .Moniz 

• Bloomberg reporter Tony Capaccio 

Media Inquiry: On Tuesday, June 7, 2005, Federal News Radio reporter Austin O’Neil 
requested an on-air interview with the DoD IG or another senior officials on the Boeing 
KC-767A Management Accountability Report. The request was denied. 

WEB Issues: 

• On Wednesday, June 8, 2(X)5, Web Team Leader Andy Kim and Audit Web 
Developer Andrew Filer corrected a security flaw in the pdf file of the redacted 
version of the Boeing KC-767A Management Accountability Report that was 
posted on the OIG internet. While doing a general word search for "White 
House,” Mr. Filer came up with “hits” in areas of the report that had been deleted 
by gray blocks per an agreement between the White House and SASC. Further 
inspection showed that while no names or significant information were retrievable, 
minor notational descriptions made by redacting officials were. Although the 
notational descriptions did not compromise the information in the deleted areas, a 
system was devised to ensure that no “hits” came up in the deleted areas. The pdf 
file with original deletions was re-copied as a pdf file by Mr. Kim, who then tested 
each page of the second-generation pdf file. The second generation file was found 
to be secure and was posted. 

• Mr. Kim continues to work with Mr. Tim Wimette in Audit on the new 
management survey project. 

• Ms. Nancy West, OCCL Digital Media specialist, had eye surgery to repair a 
detached retina and will be out for approximately four weeks. 


RttoMt! “Manufacturer (Charged With Providing Non-Conforming Parts 
for Military Aircraft,” June 7 , 2005 
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Senator Bill Nelson. Mr. Chairman, then am I given to believe, 
since we have had a clarification as to what was written in the 
Washington Post 

Chairman Warner. I beg your pardon. Yes, go right ahead. 

Senator Bill Nelson. Mr. Chairman, am I given to understand 
then that, since we have now clarified that it was not the White 
House Counsel that caused these deletions, it was the IG, is the 
full IG report available to the members of this committee without 
the deletions? 

Chairman Warner. There is an unredacted version of the report 
in our secure area. It has been available to all members of the com- 
mittee. 

I think some clarification at this point is proper by the chairman. 
I did meet with the senior leadership of the Senate. I think you 
were present. We made the decision, in order to facilitate the con- 
veyance from the White House, which was supervising the material 
that Senator McCain and I requested, that we would allow certain 
redaction of names in order to get that material. 

There is no reason why we cannot go back in executive session 
with this committee and fully advise all members of the committee 
on that transaction. Is that your recollection of it. Senator McCain? 

Senator McCain. Yes, Mr. Chairman. But, unfortunately, the 
DOD General Counsel abused and misinterpreted the agreement 
that we had. He basically is sending over entire volumes of pieces 
of paper that are totally redacted. It was supposed to be completed 
by the middle of February and we still have not received all of 
them, even though we reduced the number of e-mails requested. 

DOD General Counsel and the White House have obfuscated and 
delayed in a very frustrating manner. I am not in sympathy, frank- 
ly, with their redacting this information. They have been less than 
forthcoming. 

Chairman Warner. We had the issue of executive privilege, 
which is a doctrine that has existed from the beginning of times 
here in this Republic. Senator McCain and I and others tried our 
very best to get the maximum amount of information that we felt 
was important for this committee to receive, but at the same time 
we had to respect the doctrine of executive privilege. 

Senator Levin. Mr. Chairman, if I could just further add on this. 

Inspector General, first of all, there are 45 White House 
redactions, as I understand it, which are still redacted; is that cor- 
rect? 

Mr. Schmitz. That is correct. 

Senator Levin. That is different from what you suggested. 

Mr. Schmitz. When you said “White House redactions” 

Senator Levin. Yes. 

Mr. Schmitz. — redactions of White House names. 

Senator Levin. Which the White House redacted. 

Mr. Schmitz. Everything in this report was redacted by my staff. 

Senator Levin. Well, according to this footnote here on page 13, 
“The report does not include full verbatim text of this e-mail be- 
cause staff of the White House Counsel has indicated its intent to 
invoke an agreement between members of Congress and the White 
House covering the production of tanker-related e-mails.” “Its in- 
tent.” So it is not your redaction. “Its intent to invoke an agree- 
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ment,” which is a totally separate deal which had to do with docu- 
ments which this committee recommended and does not apply to 
your responsibility under law. I made that clear in my opening 
statement and I am going to stand by it. 

But, whether that is correct or not, let us be real clear, the White 
House, according to this footnote 13 in your report, it is the White 
House counsel indicated an intent to invoke an agreement; is that 
correct? Is your footnote correct? 

Mr. Schmitz. Of course, yes, sir. 

Senator Levin. Well, do not say “of course.” It is a real question 
about that. 

Mr. Schmitz. That is my footnote. It is correct, yes, sir. 

Senator Levin. All right. So, it is not just your decision to redact; 
it is the White House’s intent to use an agreement which had to 
do with documents which this committee requested. 

Why did you not request unredacted — I am sorry, this is not my 
time. I just have one other question. 

There is also a suggestion — Mr. Chairman, this is for the clari- 
fication of the committee. What is in a classified version or an 
uncleared version are still redactions; is that correct? 

Mr. Schmitz. Yes, sir. 

Senator Levin. So, we do not have unredacted memos, is that 
correct, anywhere? 

Mr. Schmitz. That is correct, sir. 

Senator Levin. Thank you. 

Senator Bill Nelson. Well then, Mr. Chairman, that is opposite 
of what you were given to believe. 

Senator Levin. It is wrong. This committee has — it seems to me 
you have an obligation to give us your judgment and your judg- 
ment should be based on unredacted documents unless executive 
privilege is invoked. But, that is not what has been invoked here. 

They have not invoked executive privilege, have they? 

Mr. Schmitz. They have not formally invoked executive privilege, 
that is right. 

Chairman Warner. We will look into this matter further. I think 
you raise a very valid point. 

Senator Talent. 

Senator Talent. Thank you, Mr. Chairman. 

Mr. Schmitz and Mr. Gimble, let me just boil this down to you 
and ask you a question that is the most important for me here. Let 
me give you two scenarios and then you give me your opinion about 
which more closely reflects reality as you understand it after hav- 
ing conducted this investigation. Did the responsible officials really 
believe, based on their experience and understanding of the na- 
tional military strategy, that we needed a new platform to meet 
our tanker needs and that the lease of these aircraft was the most 
economical and efficient way of achieving that, and then they just 
went on and were terribly impatient with all the rules and the re- 
quirements and so they cut corners in order to get this done, to 
meet what they really believed we needed? That is scenario one. 

Scenario two is they did not think we needed a new platform, but 
in order to do a favor for somebody put this — were determined to 
put this lease through and cut all the corners to keep Congress and 
the country from finding out that we did not really have the need? 
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Which scenario in your view more accurately reflects the mind 
set of the people who were making the decisions? 

Mr. Schmitz. Well, I think with regard to Darleen Druyun clear- 
ly the second scenario. With regard to the myriad of other senior 
officials that we have identified in our report, it depends upon case- 
by-case which scenario they fit into. 

Senator Talent. Some did and some did not? 

Mr. Schmitz. I think there is a spectrum. I think it is actually 
a nice spectrum you have laid out with the two scenarios, and I 
think that at one end you have Darleen Druyun and at the other 
end I am sure you have honorable people that fully believed that 
we needed a new platform and this was the best way to do it. Then 
in between you have a whole smattering of others. 

Senator Talent. General Jumper, you want to comment on that 
for me? 

General Jumper. Sir, I am responsible for the requirement part 
of the Air Force. As the Chief of Staff of the Air Force, I came into 
this job on September 6, 2001. After September 11, I saw an in- 
stant surge in tanker utilization and I looked at a fleet that was 
more than 40 years old, and if we began recapitalizing immediately 
we would be flying these airplanes when they were 70 years old. 
I honestly thought it was time to get on with the recapitalization. 

I was indifferent to how that recapitalization might take place. 
But, I believed, and I still believe that we do need to get on with 
recapitalizing the fleet. 

Senator Talent. Because this seems to me to be very important. 
The first scenario reflects one level of culpability as far as I am 
concerned. The second, to knowingly try and push through a pro- 
gram that would cost the government $23.5 billion that you did not 
think we needed to spend, given the other needs that are being 
unmet, that to me indicates a whole different level of culpability. 

Thank you, Mr. Chairman. 

Chairman Warner. Thank you. Senator. 

Senator Talent, I want to pursue your line of questions. I had in- 
tended to do it in my second round, to General Jumper. General, 
we have known each other quite well for a number of years and 
you have had a very long and distinguished career serving this Na- 
tion as a uniformed officer and you go out, whenever that retire- 
ment comes, holding your head high. But, I think here at this point 
we should have an amplification of your own analysis of the tanker 
fleet, and what were the options or what options exist today? I am 
not suggesting you outline the future of how you think a contract 
could be drawn, but just generally what is the condition? 

You said 70 years old for some of the tankers. That would be of 
what class of tankers and so forth? Some facts should be put into 
this record at this time, and I give you that full opportunity to do 
so. 

General Jumper. Thank you, Mr. Chairman. First, I want to 
open my remarks by saying that I agree with Senator McCain on 
the course that we are taking now, and that is we are on a course 
to an analysis of alternatives, acquisition documents that are in 
full compliance with the oversight that this committee and Senator 
McCain has highlighted, and that we are proceeding down a path 
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to replace and recapitalize tankers in manner that is suitable to 
this committee. 

My view when I came on board was that we were looking at a 
tanker fleet — and I was focused at that time from a requirements 
point of view on the oldest KC-135Es, which at the time were some 
43 years old, and the need to begin recapitalization on that oldest 
tanker fleet. We were looking at increased costs of maintenance 
man-hours per flying hour and, as I said, a great surge in activity, 
and a strategy that was a part of the DOD’s strategy — that was a 
new global strategy — that would put great demands on these tank- 
ers. 

As a matter of fact, within a month of my taking office after 9- 
11 we were at war in Afghanistan, where everything that went into 
that country had to go in by air. Every fighter that flew off of an 
aircraft carrier deck refueled off an Air Force tanker on the way 
in and on the way out. 

Chairman Warner. Sometimes three and four times. 

General Jumper. Yes, sir. 

From Diego Garcia, bombers even today continue to fly missions, 
and the demands on the tanker fleet have been enormous, a some 
33-percent increase in that fleet. 

So what we saw at the time was, in October, I visited Tinker Air 
Force Base just to confirm what I had been told at my own inquiry 
about the aging of the tanker fleet. What I saw there was, quite 
frankly, of concern to me. There were aging aircraft problems that 
I thought needed to be addressed. 

Chairman Warner. Some of them 70 years old? 

General Jumper. Well, sir, they are 40 years old now, but if we 
begin recapitalizing at what was a reasonable rate — and I used the 
C-17 as an example. We buy about 15 of those a year. If we begin 
recapitalizing this tanker fleet, which is more than 400 aircraft, at 
15 a year, we are going to be flying some of these KC-135s when 
they are 70 years old. 

Chairman Warner. That clarifies. Nothing today is 70 years old. 

General Jumper. Nothing today is 70, 45 years old is the average 
of the KC-135Es today. 

My judgment was and my recommendation was at the time that 
we begin recapitalizing as quickly as we can. I had no method in 
mind when the lease proposal was advanced. As a matter of fact, 
I think I am even on record in the IG report as saying that this 
method may not be acceptable and if it is not we still need to get 
on with a recapitalization effort, especially with the oldest tankers. 

I am in the position now, Mr. Chairman, as we look forward — 
and this is again at the suggestion of Senator McCain — that we not 
look at just the oldest KC-135 fleet now, the E fleet, the oldest 
ones, but the entire fleet and, with the global demands that we will 
face in the future, we take a look at replacing the entire fleet, and 
how to recapitalize the large airplanes, the KC-lOs, as well as the 
KC-135Rs and the KC-135Es, and determine the best way to go 
forward. 

I think the analysis of alternatives, which comes out in August, 
will give us some insight as to how we might go about that. 
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That was my thought process at the time, sir. I never had it in 
mind to do anything that was not beneficial to this Nation, to the 
taxpayer, to the United States Air Force. 

Chairman Warner. Knowing you as I do, I am confident of that 
case. But, we should close out your testimony here this morning 
with reference to the men and women who fly these aircraft and 
the crews who service them. There is an inherent risk, as you know 
far better than I, in getting into a cockpit, whether it is a brand 
new airplane or one that has some 40 years of service. But do you 
feel today that any of the men and women involved in the tanker 
segment of your Department of the Air Force are taking an undue 
risk, personal risk, as a consequence of flying some of these air- 
craft? 

General Jumper. Mr. Chairman, I will tell you, as has been 
pointed out, that the maintainers we have in the Air Force are the 
Nation’s finest maintenance personnel, and they do a magnificent 
job keeping these old airplanes flying as they do. But, I must tell 
you that if I lose sleep over anything, it is the condition of our 
aging fleet in general and of the KC-135Es in particular. That does 
worry me. I do not think that we are in any catastrophic risk at 
this point, but we have a situation now where 29 of our oldest KC- 
135Es are not flying because of problems, which we need to ad- 
dress. Senator McCain has pointed this out. We are finding ways 
to address this problem. 

I would not let any of them fly, sir, if I thought they were at any 
catastrophic risk. 

Chairman Warner. That is fine. 

General Jumper. But, I am worried. 

Chairman Warner. I am glad to get that reassurance. 

Secretary Wynne, we would like to give you this opportunity, 
now that you have heard a good deal of testimony, to perhaps make 
some opening observations yourself, and then I have a question for 
you. 

STATEMENT OF HON. MICHAEL W. WYNNE, UNDER SEC- 
RETARY OF DEFENSE FOR ACQUISITION, TECHNOLOGY, AND 

LOGISTICS 

Mr. Wynne. Thank you very much. Senator Warner, and thank 
you very much. Senator Levin and Senator McCain, for the oppor- 
tunity to appear before you. 

I would like to start, frankly, by thanking Senator McCain for 
his persistence, because the exposure of wrongdoing inside of an ac- 
quisition system that is respected by all of us, was shocking. We 
thought we had an employment situation. In fact, we were all gen- 
erating as much as we can for educating our people about employ- 
ment, ethics in employment searching. Then suddenly we had yet 
another issue of wrongdoing, and this was so stunning that I 
partnered with the Inspector General and the GAO to try to resolve 
the issues, and have sent letters on ethics to all of the commanders 
of acquisition personnel to restore, as Secretary England said, the 
acquisition professionalism. 

I would tell you that without the persistence and doggedness of 
the investigation Senator McCain put forward I just do not think 
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that this would have been discovered. I think in that regard we 
owe him a debt of gratitude. 

Second, it has been indicated that I in fact allowed continued de- 
bate on the subject of the tankers, and I stand ready to accept that 
as a responsibility. I think the debate that has gone on has been 
painful but healthy. The fact is that in the July hearing in front 
of the House Armed Services Committee the GAO in fact stood by 
their 1996 report that said that we needed to address the tanker 
issue as soon as possible. Therefore, I felt like the debate on this 
particular approach to it should continue and should in fact re- 
solve. 

I was fully led to believe and passed on to the 0MB my belief 
that the Secretary in fact had made the decision. In fact, as I think 
Senator Levin read in the letter 

Chairman Warner. You are referring to the “Secretary.” Do you 
mean the Secretary of the Air Force or the Secretary of Defense? 

Mr. Wynne. Secretary of Defense. When I said the Secretary of 
Defense had made the decision, I guess I was given that aura by 
Secretary Aldridge or I would not have put it in a letter like that. 
I am pretty careful about stuff like that. 

So, I would tell you that the process, if you will, that has gone 
on, though painful, has in fact altered, I would tell you, the culture. 
We have made very significant changes in all three services to try 
to restore cross-checks that I think are valuable. I have strength- 
ened internal controls to make sure of those cross-checks, and I 
have gone a long way, I think, to restoring the acquisition with in- 
tegrity that is and has been my number one goal. 

I do believe, as General Jumper said, that at some point we have 
to in fact recapitalize this tanker fleet. I also will tell you that I 
commissioned investigation after investigation to try to surface the 
actual fleet condition, and I could not get a response from anyone 
until approximately April 2004, which was a Defense Science 
Board report on the tanker condition. Then August 2004 came the 
Center for Naval Analyses report on corrosion, which gave me, if 
you will, the opportunity to speak out about the fact that the condi- 
tions for urgency were perhaps not as present as they were thought 
to be and that we could go into a full-blown analysis of alternatives 
and attempt to have free and open competition, to include, frankly, 
commercial providers and to include the opportunity for redoing. 

I also reviewed the Tinker data, spoke personally to the Tinker 
commander, and frankly the Tinker maintenance people had 
turned a corner in late 2002 and were in fact performing magnifi- 
cently to restore these tankers to a much shorter, if you will, ex- 
pected life — or a much longer expected life than I had been pre- 
viously led to believe. 

So all of those features would tell you that it is the old story of, 
had I known now what I knew then, I might have been a little bit 
more responsive, if you will, to the IGs. 

The other thing that I would like to say to you, sir, is that I 
partnered with the IG early on and in each case had tried to get 
their investigators to help me to understand the content and the 
efficacy of the lease itself As Secretary England pointed out, we 
were using the Inspector General at each step of the way to make 
sure that we stayed very much within the laws of the United 
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States of America, which we are all beholden to. In fact, we are all 
beholden to you all for the oversight that you have provided. 

That, sir, concludes my comment. 

Chairman Warner. One final question, then I yield to my col- 
leagues here. You said you tried and tried to get a better analysis 
of the aging problems to corroborate the need to move forward with 
this rather dramatic concept as it was in its early stages. Did you 
not ever go in to the Secretary of Defense and say, hey, boss, look, 
I am not getting cooperation down here; give me a little leverage? 

That is the way we used to work it when I was there. I always 
had access to the Secretary and the Deputy Secretary and I would 
go down and push other people around and get a job done. Why did 
you not do that? 

Mr. Wynne. It was the quality of the data that was collected. In 
fact, what I tried to do was to institute methods of data collection 
that would give me access to critical componentry, because the fear 
at least that was promulgated to me was that the corrosion was not 
just surface corrosion, but in fact depth corrosion. So, I asked and 
I did not get, if you will 

Chairman Warner. Who were you asking? Who were you asking 
for the information? Department of the Air Force? 

Mr. Wynne. Department of the Air Force, and ultimately I asked 
the Tinker commander. 

Chairman Warner. All right. Well, let us let the record stand. 

But let me ask you this, then. You were Mr. Aldridge’s deputy 
and you raised concerns about the price of the lease and the need 
to conduct an analysis of the alternatives. However, the IG then 
stated you were accountable because you did not overturn your 
former boss’s decision and make the Air Force comply with the 
DOD acquisition directives once you became Acting tinder Sec- 
retary. Do you accept that finding? 

Mr. Wynne. What I would accept is that I chose not to overturn 
the Secretary of Defense’s decision, which I was led to believe was 
his decision to make. 

Chairman Warner. Aldridge led you to believe that? 

Mr. Wynne. Yes, sir. That is the way that it was written out. 

I would say that the debate was just starting. I was in fact 
convinceable that there was an urgent need. I was just not happy 
with the settlement that had occurred and the price. It is quite on 
the record that I would have preferred a much lower valuation. In 
fact, I was the one who commissioned the Institute for Defense 
Analysis price evaluation to begin with. I naturally would stand be- 
hind their evaluation. 

That having been said, at the same House Armed Services Com- 
mittee hearing that I was at there was somebody from the used 
airplane business and he said that you can never rely on the pric- 
ing unless you are intending to buy an airplane. This gave me 
pause as to what I knew or what I should have known. But I 
pushed and prodded for a different configuration. I wanted to re- 
place the tanker capability, but the Air Force actually wanted to 
have a multi-mission airplane, which I have some respect for that. 
So, all my attempts at essentially changing the configuration to re- 
sult in a lower price were not accepted. 
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Chairman Warner. I thank the colleagues for the indulgence. I 
felt this witness is entitled to an opportunity to state his case. 

Senator Levin. 

Senator Levin. Thank you, Mr. Chairman. 

You wrote the Director of 0MB on May 28, 2003, that the Sec- 
retary of Defense had approved the Air Force’s proposal to enter 
into the lease and that the Secretary had approved the lease pro- 
posal contingent on securing a waiver of the requirement to fund 
termination liability and approval from your office. 

Mr. Wynne. Yes, sir. 

Senator Levin. That is correct, so that was your understanding? 

Mr. Wynne. Yes, sir. 

Senator Levin. And still is your understanding? 

Mr. Wynne. Yes, sir. 

Senator Levin. I want to go back, Mr. Schmitz, now to the re- 
port. You list General Jumper as being accountable for something 
here and I want to read your report and then I want to ask you. 
General. “DOD and Air Force acquisition officials determined that 
an urgent and compelling need existed to accelerate the recapital- 
ization.” Then you write: “Independent reviews and other testi- 
mony on the tanker aircraft fleet, such as the Defense Science 
Board, did not support the need to accelerate the recapitalization 
of the tanker fleet. General Jumper, Chief of Staff of the Air Force, 
was accountable for supporting the Air Force sense of urgency to 
initiate the lease.” 

Now, I do not know why we should hold General Jumper ac- 
countable for disagreeing or reaching a different conclusion than 
the Defense Science Board on the urgency of a tanker lease pro- 
gram, unless you believe he did not hold that in good faith. Senior 
military officials like the Air Force Chief of Staff are expected to 
offer their best military judgment on issues of this, regardless of 
what others may think, and that was and is an honestly held state- 
ment. I think all of us know General Jumper and that was his hon- 
estly held belief 

You think he should not pursue his honestly held belief because 
the Defense Science Board reaches a different conclusion on the ur- 
gency? 

Mr. Schmitz. No, sir. 

Chairman Warner. Your response was not recorded. 

Mr. Schmitz. No, sir. 

Senator Levin. Now, if you’ll take a look at page 188 of the re- 
port. There is a January 30, 2003, e-mail from General Jumper to 
Dr. Roche in which he — in which, according to the IG report, “Gen- 
eral Jumper discussed” — redacted, somebody’s — “interest in the 
tanker aircraft lease.” 

The Inspector General has redacted the text of that e-mail, so we 
do not know who that official was in the White House, whether the 
official directed, approved, condoned, supported, or whatever the 
actions which the report suggests that the Office of the Secretary 
of Defense and Air Force officials should be held responsible. 

As I have expressed before, it seems to me obvious that the ac- 
tions and directions of senior officials have a direct bearing on the 
responsibility of their subordinates for actions that they have 
taken. Do you disagree with that, Mr. Schmitz? 
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Mr. Schmitz. I agree with that, sir. 

Senator Levin. Now, General Juniper, would you describe for us 
what is totally redacted on that page? Apparently still is redacted; 
is that correct? It still is redacted. We still do not have that in the 
back room or anywhere else. So what was in that e-mail? 

General Jumper. Senator Levin, sir, I am not aware of the status 
of redacted material and how I am able to respond to material that 
has been redacted. I have to ask the IG. 

Chairman Warner. These are matters I think we should exercise 
an abundance of care, and so that perhaps we could reserve that 
question for the executive session. 

Senator Levin. I am going to follow the chairman’s lead, obvi- 
ously. I do think at a minimum we should get this document. Like 
all the other White House redactions, we have got to have that doc- 
ument unless they exercise executive privilege, Mr. Chairman, and 
they have not done that. 

Chairman Warner. Understood very clearly. 

Senator Levin. Mr. Schmitz, since you agree with me that 
whether or not superior, people who are in superior positions deci- 
sions on matters should be taken into consideration when looking 
at the judgment of people who execute those decisions, did you 
interview White House and 0MB officials about the role that they 
played in the tanker lease program? 

Mr. Schmitz. We did not interview 0MB and White House offi- 
cials. I think I mentioned that in my opening statement. 

Senator Levin. You did. 

Just one other question, Mr. Schmitz. I believe in response to the 
chairman’s question, but in any event in response to a question 
here this morning, you indicated that there is a pending review of 
a possible criminal matter and that you did not want to refer to 
that; is that correct? 

Mr. Schmitz. Yes. You sent it to me, sir. 

Senator Levin. Was that my question? 

Chairman Warner. It was my question. 

Mr. Schmitz. The chairman’s question. 

Chairman Warner. We will have clarification in the executive 
session. 

Senator Levin. No, that is understood. I want to set that aside. 
That is not what I am referring to in my next question. 

My next question is whether or not, Mr. Schmitz, you have ever 
declined a recommendation by your senior staff to initiate a crimi- 
nal investigation of DOD officials relative to the tanker lease mat- 
ter other than the one matter you referred to in response to the 
chairman’s question? 

Mr. Schmitz. I do not recall ever declining a recommendation of 
my staff in the tanker matter to investigate anybody. 

Senator Levin. So, Mr. Gimble, do you have a different recollec- 
tion of that? 

Mr. Gimble. I do not have a different recollection to that. 

Senator Levin. We are talking here now about whether or not 
there was a recommendation by senior staff to initiate a criminal 
investigation of DOD officials; is that correct? That is what you are 
responding to? 

Mr. Schmitz. Yes, sir, in the tanker matter. 
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Senator Levin. Yes, relative to the tanker lease. 

That is what you are responding to, Mr. Gimble? 

Mr. Gimble. Yes, sir. 

Senator Levin. Thank you. 

Thank you, Mr. Chairman. 

Chairman Warner. Senator McCain. 

Senator McCain. Secretary Wynne, I would like to thank you for 
your remarks and your assumption of responsibilities. I have dealt 
with you for many years and I have found you to be a hardworking, 
honest, American citizen who has done a fine job, and I thank you 
for your comments. 

Mr. Chairman, I do not want to prolong this part of the hearing. 
I just briefly would like to say, in response to Senator Talent’s 
question, I do not think it is black and white. I think, as Mr. 
Schmitz said, there was some obvious wrongdoing, as evidenced by 
Ms. Druyun’s conviction. I also believe that there was other mis- 
takes made in the zeal to acquire this new tanker, which I think 
all of us agree is necessary, which led to a violation of standard 
practices which have been in place for good reasons, such as anal- 
ysis of alternatives. The operational readiness document (ORD) 
was corrupted by removing the requirement for capability, at least 
in the initial phase, for refueling of Navy and Marine Corps air- 
craft. The GAO and Congressional Budget Office estimates that it 
would cost as much as $6 to $7 billion more to lease rather than 
to buy were ignored. 

There was active lobbying here before this committee. A general 
volunteered before this committee without being asked his personal 
opinion about how badly tanker aircraft were needed. Documents 
from Tinker Air Force Base were tailored to present different sta- 
tistics concerning maintenance of the KC-135. 

The list goes on and on, and it became cumulative into a very 
regrettable experience. I am glad that Secretary England and the 
other witnesses have committed to changing the culture. Our job 
I think is to make sure that that happens. I take them at their 
word. These are honorable citizens who are making this commit- 
ment, and I look forward to moving forward. 

Thank you, Mr. Chairman. 

Chairman Warner. Thank you. Senator. 

Senator Levin, do you have any more? 

Senator Levin. No. 

Chairman Warner. I think at this point, given the lateness of 
the hour, that we will terminate this open session, and hopefully 
by 11:45 we can resume in room 222 in executive session. 

[Whereupon, at 11:30 a.m., the committee adjourned.] 
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